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EDITORIAL COMMENT 


PREPARING FOR NATIONAL 
DEFENSE 
HE European war that began in 
September last has taken a turn 
that has given rise to a strong move- 
ment for defense of the United States 
and of the entire Western Hemisphere. 

About the justification for this move- 
ment, there can be no two opinions. 
World-shaking events make it impera- 
tive that all sound and _ practicable 
measures must be speedily taken for 
protecting this country and our neigh- 
bors from the devastation that has 
fallen on a number of European nations, 
and which threatens to invade our 
shores. 

And the measures which these defense 
preparations call for must be confided 
to those most competent to organize and 
direct them. 

The carrying out of these prepara- 
tions will call for greatly enlarged Fed- 
eral expenditures, increased public debt, 
and much heavier taxation. 

When this country entered the pre- 
vious World War, its net debt was just 
short of $1,000,000,000. Now it is more 
than forty times as great. Much of this 
increas? was due to our expenditures 
in the former World War, but a large 
part of it has been due to huge out- 
lays in the last seven years. As was 
pointed out in THE BANKERS MAGAZINE 
long since, a prudent policy would have 
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curtailed expenditures and kept the na- 
tional budget in balance against such a 
situation as now confronts the country. 
But that course was not taken, and 
lamentations over such failure are now 
unavailing. We must prepare for de- 
fense by raising the legal limit of the 
public debt from $45,000,000,000 to 
$49,000,000,000, and with a deficit bal- 
ance in the current fiscal year of about 
$4,000,000,000, piled on top of a suc- 
cession of large deficits. 

But while our fiscal situation is less 
favorable than could have been the case 
had a wiser policy been followed, ample 
credit exists for whatever expenditures 
may be required, and the $1,000,000,000 
of added taxation now called for will 
be met. 

In many respects the position of the 
bankers of the country in this emergency 
is no different from that of others in 
the community. They are first of all 
citizens, and secondarily bankers. But, 
as bankers, they are under special ob- 
ligations—to assist in furnishing the 
credit for maintaining the maximum 
production of the country and for 
meeting the special demands called for 
by military and naval defense measures. 
That these obligations will be promptly 
and fully met is a matter open to no 
doubt. Already the banks are carrying 
a large part of the existing Federal debt, 
but they will increase these holdings to 
any extent that may be required. 
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One thing is clear, and that is that 
adequate financial means will be avail- 
able for meeting all demands which na- 
tional defense may make. 

But our main problem is not finan- 
cial. It relates to machine production. 
In the view of some—of many in fact— 
the main obstacle to speeding up the 
capacity of the country’s industrial fa- 
cilities consists in the legal restrictions 
that have been imposed upon industry, 
and even as regards the attitude of the 
present Administration toward business 
in general. If this view is correct, legal 
impediments to production must be 
speedily removed, and industrialists and 
the Government must meet on common 
ground, if we are to have effective in- 
dustrial production. 

And, at the very outset of this move- 
ment looking to national defense, we 
must shed some favorite illusions. We 
are told that social gains must be pre- 
served, that there must be no lengthen- 
ing of hours of labor. 

Now, these “social gains” are less im- 
pressive to the country than to their 
sponsors. If by preserving them is 


meant that, in the face of urgent defense 


demands, we shall continue in all the 
experiments of the past seven years— 
that we can go on with this program 
while all our resources should be con- 
centrated on one objective—we are de- 
ceiving ourselves. 

And it is the same with hours of labor. 
Work must go on as necessity demands. 

There is no guaranty, either, that our 
“American standard of living” can be 
preserved. Maximum outlay for de- 
fense, and the weapons which are re- 
quired, inevitably calls for a curtail- 
ment, if not for a minimum of outlay 
for other purposes. It is true that this 
situation is materially modified by the 
fact that for some years our labor and 
our productive facilities have heen but 
partly employed, and that there is, for 
the time being, enough of each to sup- 
ply both defense and ordinary economic 
requirements. 

But should our defense needs rise to 
the extent which now appears probable, 
they will call for public and private 
economy of the most drastic sort, for 


harder work, and for the sacrifice of 
many things now considered as essential 
in our daily lives. 
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BANKERS AND NATIONAL 
DEFENSE 


HAT the banks of the United States 

would quickly and cheerfully meet all 
the special obligations imposed upon 
them by the national defense policy, 
goes without saying. Nevertheless, it 
is heartening to see this readiness dis- 
played by the bankers at the first op- 
portunity offered them. 

At the annual convention of the New 
York State Barikers Association, held at 
Syracuse last month, the following reso- 
lution was unanimously approved by 
the more than eight hundred delegates 
present. 


The war in Europe has brought home to 
our people the long developing threat of 
dictatorship to those democratic institutions 
which have given this country the highest 
standard of living in the world, the widest 
freedom of life and the greatest respect for 
the individual. 

Therefore, be it resolved that the New 
York State Bankers Association and its 
members pledge the full weight of their in- 
fluence toward the complete co-operation of 
banking with industry, labor, agriculture 
and government in the supreme effort to 
complete the rapid fulfillment of an ade- 
quate program for the proper defense of 
the United States and the preservation of 
those principles under which this nation was 
founded. We reaffirm our faith in the cour- 
age and capacity of our people to meet this 
challenge without sacrifice of that demo- 
cratic heritage we seek to preserve. 


Many conventions of bankers are be- 
ing held at this season in various parts 
of the country, and it may be con- 
fidently expected that they will follow 
the example set by New York. These 
resolutions will represent the purpose 
of men who are not accustomed to make 
statements they do not expect to fulfill. 

What the bankers will have to do in 
this emergency will be more fully de- 
veloped later on, but it is now certain 
that they will have to add materially to 
their already large holdings of Govern- 
ment obligations, and they may have to 
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provide, as in the previous World War, 
the facilities for enabling the public to 
make large subscriptions to these obli- 
gations. In addition, the banks will find 
enlarged opportunities for making loans 
to step up industrial and agricultural 
production and to stimulate commercial 
transactions. Preparation for taking 
care of these increased demands should 
go forward at once. 

In the World War, the banks of the 
United States, under the leadership of 
the Federal Reserve, were of incal- 
culable assistance in carrying out the 
fiscal policies of the Government. 
Unitedly they will act with like effec- 
tiveness now. 


© 


“UTILIZATION OF THE MONETARY 
GOLD STOCK” 


NDER this caption, the Federal Re- 

serve Bulletin for June describes 
“the process by which the Treasury ac- 
quires gold and puts it into use.” This 
process, it is said, “involves a number 
of technical steps, partly the result of 
custom, partly the result of law and 
regulation.” These “technical steps” 
are then set forth, and their accuracy 
may be assumed. But in dealing with 
their result, some of the statements made 
are properly subject to examination. 
Here are these statements, in so far as 
they will be subjected to this examina- 
tion: 


The purchase of the gold has cost the 
Treasury nothing, for after the transaction 
it has the same amount in its checking bal- 
ance that it had before. It has not bor- 
rowed an additional cent. It has acquired 
the gold and it has put the gold to use. It 
has put the gold to use not by paying it 
out in the form of coin, not by depositing 
it in the Federal Reserve banks, but by the 
use of credits based upon it payable in gold 
certificates, and in exchange for these cred- 
its representing the monetary equivalent of 
the gold, the Treasury is credited on the 
books of the Federal Reserve banks with 
funds to check against. The Treasury trans- 
fers these funds by check to those to whom 
it has payments to make—to farmers, Gov- 
ernment employes, suppliers, contractors, 
and others. The use of the gold continues 
so long as the funds to which the gold gives 
rise are in existence, no matter in whose 
hands the funds may be. 
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The net effect of these operations is the 
same as if currency were issued against 
the gold and paid out into circulation either 
directly by the Government or indirectly 
through the banking system. 


“The purchase of the gold has cost 
the Treasury nothing,” says the state- 
ment. In the strict technical sense this 
is true. It means that the Treasury has 
been able to make a transfer of the gold 
from its former owners to the Treasury 
vaults without cost. As to the former 
owners of the metal, little concern need 
be shown. They probably made a profit 
by the transaction. The real question 
relates not to the Treasury nor to these 
owners, but to the people of the United 
States. Did they lose in the process? 
For if they did, then the Treasury lost, 
for the American people can not be 
losers without that loss, to an extent 
at least, falling back on the Treasury 
of the United States. The Treasury is 
not a private institution, belonging to a 
group of individuals. It is the recipient, 
the custodian and the disburser of the 
public funds. These funds are largely 
derived from taxation, and whatever 
affects unfavorably the tax-paying ca- 
pacity of the people results in loss to 
the Treasury. And so the whole matter 
comes back to this one point: has the 
gold-buying policy been profitable to 
the people or otherwise? 

If for the gold—far in excess of any 
possible need—we have given something 
of greater value and usefulness, then the 
people, and also the Treasury, have 
been losers. Taking gold instead of 
goods might have been the cause of this 
loss, or parting with our securities for 
gold. 

“The net effect of these operations,” 
says the statement, “is the same as if 
currency were issued against the gold 
and paid out into circulation either di- 
rectly by the Government or indirectly 
through the banking system.” 

But is this true in all respects? If 
the gold were put into actual circula- 
tion, it would have some effect in re- 
ducing the plethoric excess bank re- 
serves, and would be of great: psycho- 
logical effect in sustaining faith in the 
immense volume of paper currency now 
in circulation. 


1940° 





But, aside from these considerations, 
the defense of the gold-buying policy 
will be received, in certain quarters with 
shouts of approval. Many misguided 
individuals yearn for a time when they 
can get something for nothing. The 
United States Treasury has found the 
way. And what it gets without costing 
a cent is gold—something once consid- 
ered of great value. 


May it also be suggested that here 
is a proof of what a few have long con- 
tended—that you can have your cake 
and eat it too? 


The effects of our gold-buying policy 
are of deep concern to the United States 
and other countries. In part, it is re- 
sponsible for denuding other countries 
of their gold, which they needed and 
we did not. It has unduly stimulated 
gold production, and it has been a 
major factor in swelling our excess bank 
reserves to proportions considered of 
great potential danger by many of our 
bankers and economists. 
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ADEQUATE BANKING CAPITAL 


HIS subject is again discussed in the 
Annual Report of the Federal De- 
posit Insurance Corporation for the 
year ending December 31, 1939, and 
which was made public last month. In 
treating of the subject, the Report says: 


The Corporation believes that every bank 
should have a minimum net sound capital 
equal to at least 10 per cent of the ap- 
praised value of its assets. Examinations 
in 1939 revealed that 2,884 insured banks 
had net sound capital below this minimum. 
About $600 million of additional capital is 
needed to bring these banks up to the mini- 
mum. Total deposits in these banks 
amounted to $30 billion. 


The capital structure of a bank may be 
regarded as inadequate, however, even 
though it meets this minimum standard, if 
other adverse circumstances exist. In con- 
sidering the adequacy of the capital ac- 
counts of any particular bank the following 
important factors are taken into considera- 
tion: 


(a) The quality of the assets, with par- 
ticular reference to the volume of fixed as- 
sets and assets of substandard quality; 


(b) The management; 


(c) Possible liabilities arising out of fidu- 
ciary operations; 

(d) Local economic conditions. 

It is estimated that in addition to the 
2,884 banks mentioned above, approximately 
3,000 banks have a capital below the reason- 
able minimum when considered in the light 
of the nature and quality of the assets held 
and other qualifying factors. 

Regardless of the adequacy of the total 
capital accounts, the Corporation believes 
that such accounts should consist in large 
measure of a basic amount of capital stock 
which, taken in conjunction with legal re- 
quirements for the accumulation of surplus, 
gives reasonable assurance of the main- 
tenance of adequate net sound capital. 


In response to these requests for an 
increase in the ratio of banking capital, 
bankers have pointed out that there are 
other requirements of greater impor- 
tance to banking soundness than the 
capital ratio, and of this the Report 
does not fail to take note, as may be 
seen above. Few would deny that banks 
should have adequate capital, though 
there would be difference of opinion in 
agreeing on what amount was adequate, 
and few would agree that the ratio 
should be uniform for all banks. 

If there is a need for $600 million of 
additional capital to establish a ratio 
which the Federal Deposit Insurance 
Corporation believes necessary to bring 
some 2,884 insured banks up to the de- 
sired ratio, the question arises as to 
where this capital is to be found. It 
could be provided by the Reconstruc- 
tion Finance Corporation, but as the 
Report says, this “is neither a_per- 
manent nor a proper substitute for pri- 
vate capital.” At present, with the slack 
demand for bank credit and diminished 
banking profits, the attraction of newly- 
created banking shares (especially when 
issued by banks whose capital is inade- 
quate) is not great. 
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A SUCCESSFUL banker is composed of 


about one-fifth accountant, two-fifths 
lawyer, three-fifths political economist, 
and four-fifths gentleman and scholar. 
Total, ten-fifths, double size. Any 
smaller person may be a pawnbroker 
or a promoter, but not a banker.— 
George E. Allen. 
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Tue objective of every banker 
is to operate and maintain a 
sound and prosperous institution. 
Adequacy of service to customers 
and facilities that meet every 
banking need are factors that 
promote success. 


This Bank has been serving out- 


of-town correspondents for up- 
wards of 136 years. A continuous 
growth in deposits and resources 
is evidence that we have served 


them well. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Undivided Profits 
$42,000,000 


Member of Federal Deposit Insurance Corporation 
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Sound Management 


Or Capita 


ONSIDERABLE interest has been 
aroused amongst the banking fra- 
ternity relative to capitalization of 

banks, and the unofficial attitude of 
various supervisory agencies that banks 
should have an invested capital equal 
to 10 per cent of their total deposits, or 
what is commonly referred to as a ten 
to one ratio, in order to assist in main- 
taining a sound position. It would be 
interesting to know how this particular 
ratio was arrived at. Why not a twelve 
to one, an eight to one or a six to one 
ratio? 

It is true that large deposits of cor- 
porations and individuals, foreign bal- 
ances and public fund deposits in the 
past have always been a source of con- 
cern to the banks; and withdrawals of 
these funds have usually resulted in a 
certain amount of forced liquidation on 
the part of the banks holding such de- 
posits. The advocates of this ten to one 
ratio between capital and deposits be- 
lieve it will assist banks in maintaining 
a sound position when deposits are de- 
pleted by large and seasonal with- 
drawals. Experience and logic, how- 
ever, indicate that increased capital will 
not necessarily accomplish these results. 

Additional capital will not prevent 
bankers from over-extending themselves 
on certain types of loans, making poor 
investments, or prevent them from pyra- 
miding their deposits by excessive ex- 
tensions of credit; and unless a sounder 
basis for protection is determined, it is 
difficult to see what will come from the 
proposed application of this yardstick 
except trouble for the banks. Assuredly 


| Ratio? 


By Marshall C. Corns 


there are weak spots in the banking 
structure but the correction of these cer- 
tain weaknesses does not appear to lie 
in a fixed ratio of capital to deposits 
or any other theoretical remedy. 

While the various supervisory agen- 
cies have not taken a definite stand as 
yet, there appears to be little doubt in 
some bankers’ minds that ultimately 
some regulation will be promulgated for 
determining a ratio of capital to de- 
posits with the result that for some time 
bankers throughout the country have 
been endeavoring to rearrange their 
capital structure so as to have their 
capital equal 10 per cent of their de- 
posits by plowing back earnings or sell- 
ing additional stock to the public. Be- 
fore such changes are made in capital 
structure and banks obligate themselves 
to pay additional dividends, it might 
be interesting to review the situation 
with the idea of determining whether 
the desired results will be obtained. 


Capital Increase Problems 


It is not necessary to go into any de- 
tail relative to the methods used to in- 
crease capital but let us remember that 
the investing public as a whole today 
has not forgotten what happened to 
bank shares during the depression, and 
until full public confidence in bank 
shares is restored it will probably be 
difficult, from a psychological stand- 
point, to sell bank shares to the public. 
Further it appears that several years of 
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good earnings, brought about by a firm- 
ing up of interest rates, will be neces- 
sary before confidence in bank shares 
is restored and a market made for the 
sale of new shares. 

As far as increasing capital by with- 
holding dividends and plowing back 
earnings, it is well to remember too that 
by plowing back earnings we are in- 
creasing the value of the original invest- 
ment, and as the appreciation cannot be 
realized until the bank shares are sold 
it will mean that ultimately investors in 
bank stock will be paying the major 
portion of their appreciation to the 
Government in the way of income and 
excess profits tax, which is hardly con- 
ducive for bank shares to be attractive 
to the public as an investment. 

Now let us take up this matter of 
ratio from a practical standpoint. Will 
a ten to one, or for that matter, any 
ratio place the banks in a better finan- 
cial position? Assuredly it will in 
theory, and in theory a ratio will give 
depositors (and various supervisory 
agencies) an additional margin of pro- 
tection. But it is questionable if it will 
result in bankers being more under- 
standing of their customers’ problems, 
changing their attitude in the matter of 
credit, being more selective of their in- 
vestments; give them protection against 
large withdrawals and forced liquida- 
tion, or instill in them principles of 
sound management. I doubt that the 
application of this ratio will accomplish 
anv of these things. 

The answer to the question of safety 
and liquidity, it seems, does not lie in 
adhering to a fixed ratio between capi- 
tal and deposits but rather in the ap- 
plication of sound management policies 
to banking operations and the realiza- 
tion that there is a definite relationship 
between the type and classification of 
accounts and investment policies. 


Investment Policy Solution 


The wide privileges available to banks 
that are members of the Federal Re- 
serve System and belong to the FDIC, 
especially the rediscount privileges, 
place banks in a position today where 
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definite investment policies based, of 
course, on location adequately gives the 
solution to the large account and sea- 
sonal withdrawal problem. 

Prior to 1933 the maximum amount 
a national bank was allowed to directly 
loan one customer was 10 per cent of 
its capital, surplus and undivided 
profits, while nearly all state chartered 
banks were restricted to directly loaning 
15 per cent of their capital, surplus and 
undivided profits to one customer. Be- 
fore increased deposits became a prob- 
lem, nearly all banks followed a prac- 
tice of requiring borrowing customers 
to maintain a balance equivalent to 20 
per cent of their borrowings. 

Since 1933, however, under regula- 
tion of the banking authorities, certain 
exceptions to these former maximum 
borrowing regulations have been made. 
Further, with the increased and often 
barren deposits, bankers have been re- 
luctant to require balances from bor- 
rowers. As a matter of fact, in order 
to obtain earnings, bankers have fol- 
lowed the practice of making loans to 
non-customers without requiring the 
maintenance of an account. 

While there does not seem to be any 
sound reason today for a borrower to 
maintain a fixed portion of his loan in 
a deposit account, yet it appears that 


“‘The answer to the question 
of safety and liquidity, it seems, 
does not lie in adhering to a 
fixed ratio between capital and 
deposits, but rather in the ap- 
plication of sound management 
policies to banking operations 
and the realization that there is 
a definite relationship between 
the type and classification of ac- 
counts and investment policies,’’ 
suggests the author. 

Mr. Corns, well known as an 
economist, and a frequent con- 
tributor to THE BANKERS 
MAGAZINE, is author of the 
hook ‘‘Better Bank Manage- 
ment,’’ published by The Bank- 
ers Publishing Company. 





if borrowers were restricted to borrow- 
ing a maximum of 10 per cent of capi- 
tal, surplus and undivided profits from 
all banks and required to maintain a 
deposit balance equivalent to 20 per 
cent of their loans, a sound basis for 
working out a protective ratio that is 
practical could be obtained. To explain 
by illustration, let us take the con- 
densed statement of condition shown in 
Figure I, which was made up by con- 
solidating the statements of several na- 
tional banks: 

Total deposits amount to $31,861,500, 
and capital, surplus and undivided 
profits amount to $1,750,000. Now if 
we follow the ten to one ratio this bank 
is under-capitalized and should have 
$1,436,000 additional capital or ap- 
proximately a 90 per cent increase. 


Commercial Deposit Analysis 


On the other hand let us break down 
the commercial deposits held by the sev- 
eral banks included in this statement 
of condition and classify them. This 
works out as shown in Figure II. 

From this chart, which I believe is 
indicative of the average run of banks, 
we find that approximately 87 per cent 
of the total number of accounts carry 
balances of less than $5,000, and yet 
represent only approximately 18 per 
cent of the total deposits, while accounts 
maintaining balances of $50,000 and 
up, though only representing 114 per 


cent of the total number of accounts, 
comprise 45 per cent of the total de- 
posits. 

While it is practically impossible for 
banks to set up a yardstick and select 
the type and range of deposit accounts, 
it must be remembered that the greater 
the percentage of large accounts to total 
deposits the greater the necessity for 
short term investments. 

Now if we go back to the theory that 
a borrowing customer should maintain 
a balance equal to 20 per cent of his 
loan and recognize that the maximum 
loan a depositor of this bank can ob- 
tain is 10 per cent of the capital, surplus 
and undivided profits, or $175,000, 
which would mean the maintenance of 
a balance of $35,000, the conclusion is 
evident that that portion of a balance 
in excess of $35,000 is not necessary to 
the customer to obtain the maximum 
credit the bank can allow. 

Bankers will agree and facts will sub- 
stantiate the statement that in times of 
stress, surplus funds, complimentary ac- 
counts, and dormant balances are the 
first to be withdrawn. By referring to 
the chart again we notice two additional 
columns—active and excess—under 
which we have reclassified deposits. 
Under active we show that portion of 
deposits representing balances less than 
335.000 and under excess the portion 
of the balances over $35,000. The ex- 
cess represents that portion of deposits 
which the customer will not find it 


Ficure I 


RESOURCES 


Cash and due from banks 
Other securities 

U. S. Governments 

Loans 

Other resources 


Capital 

Surplus and profits 
Other liabilities 
Deposits—demand 
Deposits—savings 


$10,423,000.00 
3,580,000.00 
7,400,000.00 
11,308,500.00 
3,100,000.00 


$34,811,500.00 


$1,000,000.00 
750,000.00 
1,200,000.00 
24,361,500.00 
7,500,000.00 


$34,811,500.00 
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Ficure IT 


Per Cent 
of Total 


Number 
of 

Classification 
Below $500 
$501 to $1,000 
$1,001 to $2,500 
$2,501 to $5,000 
$5,001 to $10,000 
$10,001 to $25,000 
$25,000 to $50,000 
$50,000 to $100,000 
$100,000 to $250,000 
$250,000 and up 


2,402 
1,172 
1,039 
469 
315 
241 
85 
52 


19 


41.4 
20,2 


100 


necessary to maintain with the bank in 
order to enjoy a maximum line of 
credit, and it is the fluctuation in these 
excess deposits which reflects seasonal 
withdrawals and the usual shrinkages 
in deposits. 


Investment Policy Application 


Now that we have segregated the de- 
posits we apply our principle that there 
is a definite relationship between the 
classification of deposits and investment 
policies. The $10,259,000 of deposits, 
which portion of deposits we call excess 
by virtue of the fact that only a balance 
of $35,000 is necessary to maintain in 
order to cbtain the maximum credit the 
bank has to offer, should be held in 
cash and Government securities. The 
balance of the commercial deposits 
amounting to $14,102,500, and the sav- 
ings deposits of $7,500,000, should be 
invested in accordance with a definite 
policy based on conditions of the com- 
munity or district. Along these lines 
we will take one-third, or $7,200,000, 
which should be invested in Class A 
securities such as railroad, utility and 
industrial bonds having maturities of 
less than ten years and so arranged that 
10 per cent of the bond account matures 
each year. Two-thirds, or the remainder 
of the balance of $14,400,000, may be 
invested in loans to business such as 
direct loans, loans secured by accounts 
receivable and loans secured by cci- 
lateral. 
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Accounts Accounts Thousands 


24,361,500 


Per Cent 
of Total 
Deposits 

9.1 
3.6 
6. 
6.6 
9.3 
15.1 
12. 
14.9 
i. 
19.4 


Balance 
in 
Active 
513,500 
867,500 
1,454,500 
1,596,500 
2,271,500 
3,695,000 
1,074,000 
1,720,000 
665,000 
245,000 


513,500 

867,500 
1,454,500 
1,596,500 
2,271,500 
3,695,000 
2,919,000 
3,640,500 
2,685,000 
4,718,500 


1,845,000 
1,920,500 
2,020,000 
4,473,500 


100 14,102,500 10,259,000 


If these practices are adhered to, it 
logically seems that depositors will be 
better protected, business will be bene- 
fited, and banks themselves will be pro- 
vided with a basis which will enable 
them to adequately handle seasonal 
withdrawals of large balances. Thus, 
by the application of principles of 
sound management that a ten to one 
ratio fails to provide, better results will 
accrue to both the public and the banks. 


© 
ASSOCIATION RESOLUTIONS 


Too often does it appear that as- 
semblages such as this are made the 
“explosion” point for all of the accumu- 
lated pet peeves of everyone against 
everything, most of which are usually 
boiled down into a series of “resolu- 
tions” with repeated disapproval of this 
or that and rare approval of anything. 

Given the wrong interpretation, by 
either the public or the press, no mat- 
ter how well founded the contention or 
well-intended the objective, resolutions 
which appear to be in the least selfish 
or to the slightest degree not in the pub- 
lic interest may well act as a boomerang, 
and be productive of vastly greater pub- 
lic resentment than the ends we seek 
to attain could possibly justify—Carl 
K. Withers, President, Lincoln National 
Bank of Newark, in a recent address be- 
fore the New Jersey Bankers Associa- 
tion convention. 
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Speeding Up 


Collections by Air 


HILE prophecy is a dangerous 

undertaking, it seems quite certain 

that banking, in the near future, 
will utilize air mail and air express for 
practically all of its transportation 
needs. Considering the rapid expan- 
sion of airway facilities, and the favor- 
able experience enjoyed by many of the 
larger banks of the country during the 
past few years, as interest rates harden 
to a point where fast collections become 
profitable the cash letter taking more 
than twenty-four hours to reach its des- 
tination will become a rarity. 


For some time, of course, large metro- 
politan banks have been using the air 
to collect out of town items wherever 
such use would speed up collection, and 
virtually all of the country’s larger 
banks use the air to collect items run- 
ning into substantial amounts. The 
procedure of the latter is usually to es- 
tablish a breaking point on cash items. 
This point is generally from $100 to 
$200, although in some banks it is set 
as low as $50 and in some as high as 
$1,000. Checks amounting to more than 
the limit are sent by air mail, while 
those below it go by regular first class 
mail or express. 


Objections to Air Mail 


Two reasons are usually given for this 
separation. First, the fact that air mail 
costs twice as much as first class mail. 
Second, the fear that there is greater 
danger of losing items by air than by 
train service. In as much as items un- 
der the usual breaking point ($100 to 


By John Farnham 


$200) constitute the great bulk of col- 
lections, both of these objections to the 
use of air mail warrant careful consid- 
eration. However, investigation does 
not prove them to be serious obstacles. 

As to the matter of loss, for example, 
one bank reports that it has lost only 
one air-mailed cash letter in seven years. 
Others have found the incidence of loss 
no more by air than by train, although 
they point out that a careful record 
should be kept of items dispatched by 
air. But, of course, the same record 
should be kept in case of dispatch by 
other means. Barring this fear of acci- 
dents, most users of air mail agree that 
it is superior to the post office’s first 
class service, because all along the line 
from pick up to delivery an air mail 
letter gets preferred treatment from 
postal employes. 


Nor does the objection to the air on 
the grounds of its cost stand up fully 
on examination. In the first place, if a 
bank is separating its items on the basis 
of small and large amounts and sending 
the one by first class mail or express 
and the other by air, it follows that it 
incurs an increased amount of clerical 
work and uses an increased amount of 
stationery. It must make two cash let- 
ters, use two envelopes, the transit de- 
partment must sort the items according 
to amount, and so on through the bank. 
Each of these duplications of effort 
amounts to little in itself, but together 
they amount to a good deal. 

It is true, of course, that the air mail 
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rate is twice that of first class mail, but 
it often happens that one envelope sent 
by air will gross no more than two en- 
velopes, one going by air and one by 
first class. Also, on large shipments, 
the air express service of the Railway 
Express Agency can be used to ma- 
terially cut costs. The air mail rate is 
six cents an ounce, or ninety-six cents 
a pound. The air express rate is a 
dollar for the first pound, and scales 
down rapidly from that point. Thus, 
except for the longest hauls, a package 
weighing more than a pound will go 
considerably cheaper by express than by 
mail. On the average overnight air 
hop—800 to 1,000 miles—the air ex- 
press rate on two pounds comes down 
close to the first class mail rate of three 
cents an ounce. Yet such a shipment 
would save a day on collection as com- 
pared to first class mail. 


With these points in mind, it seems 
aoubtful if there is much saving to be 
accomplished from sorting items for 
collection in order to send part by air 
and part by ground channels. Of course, 
if no items are to be cleared by air, 
that is another matter. 


Mail Schedules Simplified 


In these days of analysis, there is a 
further and by no means insignificant 


advantage to air clearings. By first 
class mail collection time schedules vary 
widely, and complicated schedules must 
be considered in determining collected 
balances. Use of air, however, tends to 
simplify this detail. A cash letter out 
of Chicago by air tonight can be re- 
ceived tomorrow in New York, Boston, 
Dallas, Salt Lake City, and so on in a 
great fan around the country. As a re- 
sult, the number of points on which col- 
lection can be had within twenty-four 
hours of the time a deposit is made is 
tremendously increased, and time sched- 
ules proportionately simplified. This 
speed-up is particularly valuable where 
collection letters are sent out late in 
the week, and this will become especially 
important if the five day banking week 
is adopted generally. Without a Satur- 
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day clearing many a collection letter 
dispatched as early as Thursday would 
have to hold over to Monday if sent 
by regular mail, while sending it by 
air would probably mean payment on 
Friday, thus effecting a two-day saving. 
In the case of at least one Federal Re- 
serve bank, which does not ordinarily 
use the air, air express is resorted to 
at the end of the week for just this pur- 
pose. 


Substitute for Telegraph 


Although air facilities are proving of 
real value to the collection department, 
their use is not limited to this one phase 
of banking. For example, air mail is 
being adopted as an economy measure 
by an increasing number of banks as a 
substitute for the telegraph. A study 
of flying schedules indicates that most 
cities on the main air routes can get 
overnight service to almost any main- 
line point in the country. Thus, by 
watching mailing times, it is possible to 
avoid the use of overnight wire service 
almost altogether. Similarly, banks 
having a considerable business in the 
Orient have found it practicable to use 
the Clippers to the far Pacific, with 


‘‘Considering the rapid ex- 
pansion of airway facilities, and 
the favorable experience enjoyed 
by many of the larger banks of 
the country during the past few 
years, as interest rates harden 
to a point where fast collections 
become profitable the cash letter 
taking more than 24 hours to 
reach its destination will become 
a rarity,’’ prophesies the author 
after making a study of the use 
of air transportation by banks. 

Mr. Farnham is well known to 
readers of THE BANKERS 
MAGAZINE for his’ keen 
analyses of developments in our 
regular ‘‘On The West Coast’’ 
department. 





a tuarked saving, of course, over cable 
expense. 

With an eye to such economies, and 
to the time-saving transportation of the 
bank’s officers themselves, many banks 
have found it profitable to work out 
complete schedules showing times of 
departure and presumed arrival at the 
points with which they are particularly 
concerned. Complete reliance can be 
placed on these schedules, except in bad 
flying weather. The latter is seldom 
heard of except during one or two 
months in the winter, and with modern 
radio reporting systems plane dispatch- 
ers usually know well in advance which 
flights will go through and which will 
be held on the ground. A telephone 
call to the post office or airport makes 
this information available to the air mail 
user, and he can then govern his actions 
accordingly. If the report is favorable, 
the chances are about one hundred to 
one against there being any serious de- 


“Although air facilities are 
proving of real value to the col- 
lection department, their use is 
not limited to this one phase of 
banking. For example, air mail 
is being adopted as an economy 
measure by an increasing num- 
ber of banks as a substitute for 
the telegraph. A study of fly- 
ing schedules indicates that most 
cities on the main air routes can 
get overnight service to almost 
any main-line point in the coun- 
try. Thus, by watching mailing 
times, it is possible to avoid the 
use of overnight wire service al- 
together. Similarly, banks hav- 
ing a considerable business in 
the Orient have found it prac- 
ticable to use the Clippers to the 
far Pacific, with a marked sav- 
ing, of course, over cable ex- 
penses.’’ 


lay in the schedule. 


Employe Indebtedness 


HE employe who is not living within his income, whose 

finances are in bad shape, is a bad example for bank- 

ing to the public, and he cannot be a good employe. 
He is a hazard to the bank and to the American banking 
system. Such an employe should either be fired or raised. 

We have a system in our bank which I can recommend 
to you. Once each year, each officer and employe is asked 
to submit to the board a complete financial statement. I 
suggest you try that in your banks. You'll be surprised 
as to what it will reveal. Where danger signals show up 
there should be a heart to heart talk. That boy in the cage 
on the other side of the bank may owe $450, representing 
bills to half a dozen creditors, of long standing which he 
can’t pay. He may have been around to one of your cus- 
tomers suggesting they compromise that bill. A fine example 
for American banking!—William A. McDonnell, Executive 
Vice-President, The Commercial National Bank, Little Rock, 
Arkansas, in an address before the recent Kansas Bankers’ 
Association Convention. 
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this book 
was written 


INCREASING PERSONAL LOAN BUSINESS 


by R. E. DOAN and G. F. FOLEY 
Price $2.50 


The Chapters ye Personal Loan Department has far 


greater possibilities than have hitherto 
. Who Borrows. Why They been realized. Mr. Doan and Mr. Foley 
Borrow recognize the human features of this department 
. Practical Operating Suggestions in its possibilities for service te the worthwhile 
citizens of the community but they have gone 
further in their investigation of the country’s 
successful Small Loan Departments to answer 
. Introduction to “THE the questions: How May Profits Be Increased? 
DENVER PLAN” How May Services Be Broadened? How May 
. DENVER PLAN and Large Its Facilities Be Extended to Serve Business 
Firms as Well as the Individual? 


. Advertising Personal Loan 
Department 


Department Stores 


. DENVER PLAN and Small Besides these questions the authors as 

Retailers, Professions originators of the now famous “DENVER 
PLAN” present their experiences and set forth 
for the first time the entire operation of this plan 
which assists retail merchants to liquidate their 
. FHA Mortgage Loans delinquent accounts. 


. Systematizing FHA Moderniza- 
tion Loans 


May we send you on 5 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 
465 Main Street ° - Cambridge, Massachusetts 
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The Future of 


Deposit Insurance 


THINK it fair to state that no Fed- 
eral agency in our history has made 
a more important contribution to 
better bank supervision and operations 
than has the FDIC. The management 
of the corporation has been constantly 
planning its long-range policy, but it 
has determined to let policy grow out 
of experience instead of abstract theory. 
Now what of the future? There is 
pending in Congress a bill in which all 
insured banks have a very real interest. 
I refer to H. R. 8638 introduced in the 
House of Representatives by Representa- 
tive Steagall on February 23 of this 
year. I should like to discuss briefly 
one aspect of this bill, namely, the pro- 
posal to reduce the rate of assessment 
levied upon insured banks from 1/12 
to 1/14 of 1 per cent per annum. 
There are those who feel that any 
reduction at present in the rate of FDIC 
assessment would be unwise. They stress 
the fact that the corporation has been 
operating only a comparatively short 
time, that its resources are only a frac- 
tion of its potential deposit liability 
and that the environment in which it 
has operated has been unnaturally 
favorable. They point out that the risks 
to which it is contingently subject have 
been increased by virtue of the elimina- 
tion of double liability upon bank stock 
and the declining ratio of capital funds 
to deposits. Also, it is emphasized that 
deposits are incréasing at a rapid rate. 
These are good reasons, but they are 
not conclusive. In my judgment, not 
only is a. reduction in the assessment 
rate desirable, but there are good rea- 
sons in favor of a more substantial re- 


14 


By Guy Emerson 


Vice-President, Bankers Trust Company, 
New York, N. Y. 


duction than that proposed in the 
Steagall bill. At the present rate, 1/12 
of 1 per cent, the annual assessment 
amounts to $833 per million of deposits; 
I suggest an annual assessment rate of 
1/16 of 1 per cent, or $625 per million 
of deposits. This would constitute a 
reduction of one-quarter in the assess- 
ment rate. 


Past Record 


In evaluating the soundness of any 
proposal to reduce assessments, the most 
important question is: will the reduc- 
tion impair the effectiveness of deposit 
insurance by weakening the financial 
condition of the FDIC? Bankers, more 
than any other group in the country, 
are interested in preserving the financial 
integrity of the banking structure and 
the soundness of deposit insurance. So 
let us look at the record. 

At the end of last year, the corpora- 
tion had total capital funds of $452 
millions, represented by $289 millions 
of capital stock and a surplus of $163 
millions. The Treasury holds $150 mil- 
lions of capital stock; the balance was 
subscribed by the Federal Reserve 
banks. The surplus balance reflected 
the amount by which assessments paid 
by the banks, plus investment earnings, 
have exceeded deposit insurance losses 
and all expenses since the inception of 
the FDIC. The corporation has col- 
lected in assessments upon insured 
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banks a total of $165 millions; in addi- 
tion it earned $54 millions in the form 
of interest income and profits on the 
sale of securities. The insurance losses 
and insurance expenses are estimated by 
the FDIC at $37 millions and admin- 
istrative expenses aggregated $19 mil- 
lions, leaving a surplus of $163 mil- 
lions. 

Two significant observations can be 
made on the basis of these figures: (1) 
the amounts collected in assessments 
have been four and one-half times the 
total of all insurance losses and insur- 
ance expenses despite the fact that the 
largest insurance payments were due to 
situations of many years standing which 
the FDIC desired to clean up; (2) in- 
vestment income, excluding assessments, 
came within $2 millions of covering all 
losses and all expenses of the corpora- 
tion. Of the $165 millions collected in 
assessments, $163 millions have been 
carried to surplus. In other words, the 
corporation could have met all its 
losses and expenses, except for $2 mil- 
lions, out of its investment income alone. 


Adequacy of Lower Rate 


Had the assessment rate been set at 
1/16, a rate which many bankers and 
members of Congress advocated when 
the present law was enacted, what would 
the situation be today? The corpora- 
tion would have collected about $125 
millions in assessments (instead of $165 
millions). Nevertheless, by the end of 
1939 it would have accumulated a sur- 
plus of about $110 millions and its total 
capital funds would have been almost 
$400 millions. These facts suggest 
strongly to me that an assessment rate 
of 1/16 of 1 per cent would be adequate 
on the basis of a fair appraisal of the 
experience to date. 

Much progress has been made in im- 
proving the quality of the American 
banking structure; these achievements 
will reduce future drains to which the 
corporation will be subject. It is im- 
portant to note this fact in its bearing 
upon the proposal to reduce assessment 
rates. For as a result of its vigorous 
policy, the risk of future loss to the 
FDIC has been reduced, and the need 
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for accumulating large funds has been 
minimized. Last year the corporation 
collected almost $41 millions in assess- 
ments from insured banks; with an as- 
sessment rate of 1/16 of 1 per cent, 
about $30 millions would be collected 
annually. Judging by past experience 
a large part of the annual assessment 
receipts is likely to go to increase the 
surplus of the corporation. 


Intention of Drafters 


The drafters of the insurance law did 
not intend that the present assessment 
should continue indefinitely; nor did 
they believe that the FDIC, for an in- 
determinate period, should continue to 
build up an unused surplus. At a hear- 
ing on Title I of the Banking Act of 
1935, Senator Glass stated that he ap- 
proved a proposal to suspend assess- 
ments entirely when the fund reached 
$500 millions and to resume assessments 
when the fund was reduced to $400 
millions. Leo T. Crowley, chairman of 
the FDIC, said he thought such an ar- 
rangement might be satisfactory. 

The $500 million figure mentioned by 
Senator Glass has now been approached. 
By the end of 1940 the capital and sur- 
plus of the FDIC will probably be in 
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excess of $485 millions; the half-billion 
dollar mark should be passed early in 
1941. Admittedly there is no magic in 
this figure of $500 millions. Perhaps, 
as the result of the increase in the de- 
posits of insured banks during the past 
six years, a larger amount might now 
seem desirable. However, a large part 
of the increase in the deposits of insured 
member banks has been offset by in- 
creases in the holdings of United States 
Government obligations, balances with 
the Federal Reserve banks, cash in vault 
and other cash items, and balances on 
deposit with other banks. Thus, al- 
though deposits of insured banks in- 
creased by $12 billions from the end 
of 1935 to the close of 1939, loans and 
discounts and holdings of securities 
other than United States Government 
obligations increased by only $2.2 bil- 
lions. 

It is not too soon, however, to give 
serious study to this question and to 
consider the advisability of stopping the 
assessments upon the banks at some 
definite figure, assessments to be re- 


“The amounts collected in 
FDIC assessments have been 
four and one-half times the total 
of all insurance losses and insur- 
ance expenses despite the fact 
that the largest insurance pay- 
ments were due to situations of 
many years standing which the 
FDIC desired to clean up. 

“Investment income, exclud- 
ing assessments, came within $2 
millions of covering all losses 
and all expenses of the corpora- 
tion. Of the $165 millions col- 
lected in assessments, $163 mil- 
lions have been carried to sur- 
plus. In other words, the cor- 
poration could have met all its 
losses and expenses, except for 
$2 millions, out of its investment 
income alone,’’ points out Mr. 
Emerson in the accompanying 
portion of his recent address be- 
fore the California Bankers 
Association convention. 


sumed when and if conditions require. 
Certainly a strong argument can be 
presented against the principle that the 
tunds of the corporation should be al- 
lowed to accumulate indefinitely. Mr. 
Crowley is not prepared at this time to 
say what this maximum figure should 
be. Here again, a thorough study of 
the situation should lead to a conclu- 
sion which would be acceptable to the 
FDIC, the bankers and the Congress. 

In any event, a reduction of the as- 
sessment rate to 1/16 would not stop 
the accumulation of funds by the FDIC; 
it would only slow up the rate of in- 
crease. An immediate reduction of 20 
per cent in assessments appears con- 
servative. Chairman Crowley has ex- 
pressed his approval of making such a 
reduction at this time. 


Crisis Requirement Considerations 


The resources of the FDIC are now 
such as to enable it to meet any require- 
ments of less than crisis proportions. 
No workable system of deposit insur- 
ance could be designed to meet demands 
comparable to those of the early 
thirties. This observation is true whether 
the assessment be kept at the present 
level, or reduced to 1/16 of 1 per cent. 

But is a crisis reasonably possible? 
In addition to the rehabilitation of the 
banking structure, a number of steps 
have been taken to prevent a repetition 
of such crisis situations. Federal Re- 
serve rediscount provisions have been 
broadened, additional lending facilities 
have been made available to the banks, 
a sounder philosophy is generally ac- 
cepted with regard to liquidity and 
market prices, and greater weight is be- 
ing given to intrinsic worth in the valua- 
tion of bank investments. However, 
should this country, in spite of all these 
efforts toward improving banking prac- 
tices, be confronted with another great 
banking crisis, we must rely in the 
future, as we have in the past, upon 
emergency measures. The framers of 
the law took the emergency possibility 
into consideration by providing that the 
corporation could issue obligations in 
the amount of about one billion dollars 
and by requiring the RFC and the 
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Treasury to purchase obligations of the 
corporation. 


Danger of Policy Relaxation 


I believe these facts make a case for 
reduction of the current assessment rate. 
But here is another phase of the matter 
worth attention. There is a very real 
danger that the accumulation of large 
idle reserves may have a tendency to 
reduce the vigor with which the cor- 
poration will pursue its policies in the 
future. The FDIC will be confronted 
in vears to come, as it has in the past, 
with the necessity of making a choice 
between taking strenuous action to 
remedy weak and unsound banking sit- 
uations or allowing them to drift in 
the hope of eventual improvement. To 
date the corporation has pursued rigor- 
ously a policy of recognizing, and even 
anticipating losses. With large funds, 
and the sense of security which they 
inevitably engender, it is. reasonable to 
suppose that the corporation at some 
future date might be more inclined to 
temporize, to relax its requirements, to 
postpone the necessity of meeting un- 
pleasant situations, and to fail to require 
prompt and definitive action. 


© 


I BELIEVE that bankers must take a po- 
sition of leadership in restoring sound 
economic thinking, and this can be done 
through daily contacts with customers 
and friends even more effectively than 
by making speeches. In the final 
analysis it will be public opinion that 
decides the fate of the American bank- 
ing system. When the average citizen 
forms his opinion of proposed legisla- 
tion affecting banks he is influenced by 
his personal relations with banks. If 
the local banker is helpful and seems 
to understand his problem then he will 
probably feel that local management is 
preferable to centralized Government 
control. We must do our job so well 
that there is no place for any other kind 
of banking.—H. Douglas Davis, Vice- 
President, Plainfield Trust Company, 
Plainfield, N. J. 


BANK 
ACCOUNTING 


AND 


AUDIT CONTROL 


By 


JAMES E. POTTS 


Auditor 
Tue First Nationa, Bank oF Boston 
Boston, Mass. 


cd 


‘Fake BOOK is a study of account- 
ing and audit control as applied 
to banking. It starts with a typical 
statement of a large bank. This is 
broken down into a more detailed 
list of accounts and each account 
is then traced back to the trans- 
actions which gave rise to it. In 
so doing the accounting procedure 
involved is studied and also the 
audit control factors which may 
be applicable in each case. 

The book is profusely illustrated 
with various forms used for audit 
control. It should be of value 
not only to the student of bank 
accounting but to comptrollers, 
auditors and bank executives in 
general as well as to public account- 
ants and bank examiners. 


Price $4 delivered 
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Please send me on approval a copy of 
“Bank Accounting and Audit Control’’ by 
James E. Potts. At the end of 5 days I 
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NOW READY... 


BANK BOND INVESTMENT 


AND 


SECONDARY RESERVE 
MANAGEMENT 


By PAUL M. ATKINS 


Executive Vice-President, Grant & Atkins, Inc. 


Expert in Security Valuations 
Before the Courts and Board of Tax Appeals 


Special Liquidator of Securities for the 
Comptroller of the Currency, 1932-1937. 


Subjects discussed 
in this book 


The Non-Local Earning Assets 
of a Bank—a Management 


Problem 


The Analysis of the Balance 


Sheet Position of a Bank 


The Analysis of the Income 


Position of a Bank 


The Analysis of the Past His- 


tory of a Bank 


The Evaluation of Securities 


—a General Discussion 


The Evaluation of U. S. Gov- 


ernment Securities 


The Evaluation of State and 
Local Government Securi- 


ties 


The Evaluation of Railroad 


Securities 


The Evaluation of Public 


Utility Securities 


The Evaluation of Industrial 


Securities 


Economic, Business and Poli- 


tical Factors 


Sources of Economic, Finan- 
cial and Political Informa- 


tion 


The Primary Reserves of a 


Bank 


Secondary Reserve Policies 


and Programs 


Investment Account Policies 


and Programs 


The Purchase and Sale of 


Securities 


HIS one compact volume contains the 
most complete and thorough discus- 
sion yet to appear of that difficult and 
perplexing phase of banking administra- 
tion—the management of the bond port- 
folio of a bank. 

An increasing amount of attention and 
discussion have been given in recent 
months to the bond portfolios of banks 
and to the analysis of securities by bank- 
ers, but practically nothing has been said 
or written on the question of how to deter- 
mine what bonds the individual bank 
needs to meet its own particular require- 
ments. Here, at last, is an answer to 
many of the questions in this field which 
have been plaguing bankers for years. 


You Must “Know Your Bank” 


That it is necessary for a bank to have 
sound policies and programs if it is to 
manage its secondary reserve and its in- 
vestment account successfully, is the 
central idea around which this book is 
written. Coupled directly and imme- 
diately with this basic concept is the thesis 
that, in order to accomplish this end, the 
first step for every banker to take is to 
study and analyze his own bank for the 
purpose of policy formations and admin- 
istration in this field. As Mr. Robert M. 
Hanes, President of the American Bank- 
ers Association says, you must “know 
your bank.” 


Price $5.00 
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Cambridge, Mass. 
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The War and 


Interest Rate Trends 


HAT is the trend of interest rates 
under present conditions? I am 
not going to discuss the excess re- 
serve balances, the huge volume of de- 
posits or the limited amount of loans. 
I am merely going to raise the question, 
first, of what would happen to the 
money market in case the war should 
come to an end with a defeat of the 
Allies; and, second, what would happen 
to the money market in case the Allies 
are able to stem the tide and that this 
war is of long duration. 
Let us take the first case—if the Allies 
are defeated, then: 


1. There will be very little repatria- 
tion of foreign capital from this coun- 
try. There certainly will be no export 
of capital from the United States. How- 
ever, the supply of gold will stay here, 
the volume of excess reserve balances 
will remain as large as they are. 

2. Under these circumstances the 
United States Government will be con- 
fronted with a rearmament program, the 
like of which we have never seen before. 
We may have military conscription in 
the United States, and spending for na- 
tional defense in the United States may 
amount from 3 to 5 billion dollars a 
year. If financed by taxes, it will be 
deflationary in character, and if financed 
through borrowing in the open market, 
it will simply increase the desire of the 
Government to maintain lower money 
rates. Furthermore, a collapse of the 
British and French Empires—at least 
for a time—would not be conducive 
even in this country to enlargement of 
plants or equipment and to borrowing 
from the banks for expansion. If the 
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Professor of Finance, New York University, 
and Research Director, Institute of 
International Finance 


Allies should be defeated, money rates 
in this country would in all probability 
remain low. 


Long War Duration Effects 


Let us assume that this war will be 
of longer duration; what effect will this 
have on money rates in the United 
States? Under such circumstances we 
may expect a sharp increase in pur- 
chases by the Allies. This, in turn, 
is bound to bring about an increase in 
business activity. Hand in hand with 
this development we may expect an in- 
crease in military expenditures on the 
part of the United States Government. 
This will not go to WPA workers. This 


*‘T cannot see the day when 
Government bonds will be selling 
to°yield 4 per cent. ... If the 
war is of longer duration and if 
business conditions improve as 
they will under those circum- 
stances, one may expect long- 
term Government bonds to yield 
2.70 or 2.85. That is about the 
fullest extent of a moderate in- 
crease in interest rates that I can 
expect,’’ states Professor Nadler 
in the accompanying portion of 
his recent address before the 
New Jersey Bankers Association 
convention. 





The 
Federal Reserve Bank 
of Boston 


By 
JosePH H. TAGGART 


ERE for the first time in book 
form is a complete treatise on 
the history, economic background, 
organization and operation of the 
Federal Reserve Bank of Boston. 
It is one of a series of investiga- 
tions into various phases of bank- 
ing history undertaken by the 
faculty and graduates of Columbia 
University. 


The author, who is on the fac- 
ulty of the University of Kansas, 


is a native of Massachusetts. Be- 
sides a careful study of all of the 
available data, he has supplemented 
his research with personal inter- 
views with officials of the Federal 
Reserve Bank and Boston bankers. 


The book contains 75 tables and 
15 charts. The price is $5 deliv- 
ered. Examine a copy on 5 days’ 
approval. 


Price $5 delivered. 


BANKERS PUBLISHING COMPANY 
465 Main Street, Cambridge, Mass. 


Please send me on approval a copy of 
“The Federal Reserve Bank of Boston” 
by Joseph H. Taggart. At the end of 
5 days I will either remit $5 or return 
the book. 


will be used for the purchase of ma- 
terials and for the payment of rather 
high wages, and this, too, will generate 
purchasing power and create better busi- 
ness conditions. If the Allies still hold 
out, I am inclined to say that by July 
or August the index of industrial ac- 
tivity of the Federal Reserve Board may 
be 120. If this should be true, the fol- 
lowing may occur: (1) an increased 
volume of business; (2) firm com- 
modity prices; (3) increase in the vol- 
ume of loans; (4) an increase in the 
amount of Government securities offered 
by our Government. All these factors 
combined may bring about a moderate 
increase in interest rates. 


Moderate Increase Factors 


What do I mean by a moderate in- 
crease in interest rates? Some people 
immediately reach the conclusion that 
Government bonds will soon sell to 
yield 4 per cent. I cannot see the day 
when Government bonds will be selling 
to yield 4 per cent. You and I will not 
see that day. By a moderate increase 
in interest rates, I simply mean this: 
whereas in April of this year long-term 
Government bonds yielded 2.30, in the 
future—if the war is of longer duration 
and if business conditions improve as 
they will under those circumstances— 
one may expect long-term Government 
bonds to yield 2.70 or 2.85. That is 
about the fullest extent of a moderate 
increase in interest rates that I can ex- 
pect. Once you make up your mind 
that the United States has still a large 
deficit, and it is still confronted with the 
task of refunding 10 to 12 billion dol- 
lars during the next five years, that the 
Government has issued about 3 billion 
dollars of “Baby” bonds which yield to 
maturity 2.90 per cent, and which are 
actually demand notes which, in all 
probability, will be redeemed for cash 
the moment the rate of interest on open 
market bonds is more than 2.90 per 
cent, you will be forced to the conclu- 
sion that the most one can expect in the 
United States is that a bond which had 
been selling at a premium may be sell- 
ing at a smaller premium or at about 
par. That is the fullest extent of the 
moderate increase in interest rates. 
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Improving Our 


Small Loan Attitude 


N important point to consider when 
you are attempting to develop per- 
sonal loan service—and perhaps the 

most important of all—is the attitude of 
the whole bank towards the small loan 
business. If you are going into the busi- 
ness, every one from the president down 
to the last porter should be sold on the 
fact that this is a good department, and 
the people who use it should be made to 
feel that the bank not only will make them 
a loan, but appreciates their business. 
The prospective customers of a small loan 
department are, in many cases, deposi- 
tors of no bank. They feel awkward 
and strange when they walk into one of 
these marble mausoleums we insist on 
erecting. Everything possible must be 
done to break this attitude, not only in 
advertising but in the way the applicant 
is greeted when he finally does muster 
up enough courage to come through the 
front door. 

The bank whose experience I have 
been privileged to observe at closest 
range has.ten branches. When we first 
installed our department we watched 
results very carefully. None of the men 
in the branches had any experience at 
all in this business. We found, after 
the first three months, that all branches 
but three were reporting about the same 
volume. Of the three, the volume of 
one was much higher than that of the 
others; the volume of the other two 
much lower. An investigation showed 
that the neighborhoods were good, risks 
were apparently well diversified, adver- 
tising was reaching both sections, but 
still we weren’t making loans. Then we 
gave some attention to the attitude of 


By Walter B. French 


Deputy Manager, American Bankers 
Association 


those two branches to the small loan 
business and there, in both cases, we 
found the trouble. In one instance, the 
floor man, who directs people about the 
bank, was so abrupt in handling cus- 
tomers that he scared people right out 
of the bank. He is a very impressive 
looking man and, from the appearance 
angle, looks more like a bank president 
than a floor man. As soon as we stopped 
him from trying to find out why people 
wanted to borrow money and then dis- 
couraging them, we began to make 
loans. 


© Davis Studias 
WALTER B. FRENCH 
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In the other case the lending officer 
was at fault. He firmly believes that 
no one should buy anything until he 
has cash to pay for it. It is a practice 
which he has always followed, and well 
he might! He was born into a family 
of comfortable circumstances; he 
married a girl who had considerable 
wealth; and he has a good position at 
the bank. Of course he always pays 
cash; he always has the cash! I have 
no fault to find with the “pay cash as 
you go” philosophy, but you can’t build 
up a small loan department with any- 
one passing on loan applications as 
convinced of that philosophy as this man 
was. In that case, we had the applica- 
tions referred to another officer, a man 
who was born in a tenement and who 
never had a dime he could call his own 
until he was eighteen years old. That 
corrected the condition. Today that 


‘If you are going into the per- 
sonal loan business, every one 
from the president down to the 
last porter should be sold on the 
fact that this is a good depart- 
ment, and the people who use it 
should be made to feel that the 
bank not only will make them a 
loan, but appreciates their busi- 
ness. The prospective customers 
of a small loan department are, 
in many cases, depositors of no 
bank. They feel awkward and 
strange when they walk into one 
of these marble mausoleums we 
insist on erecting. Everything 
possible must be done to break 
this attitude, not only in adver- 
tising but in the way the appli- 
cant is greeted when he finally 
does muster up enough courage 
to come through the front door,’’ 
advises the author. 

Mr. French, who is in charge 
of the ABA Consumer Credit 
Department, is author of the 
book ‘‘Small Loans—An Invest- 
ment for Banks,’’ published by 
The Bankers Publishing Com- 


pany. 


branch holds second place in the com- 
pany. 


Consumer Credit Advantages 


Although I have been with the 
A. B. A. only a short time, in that short 
time I have been up in New England 
and west as far as Denver, with many 
stops in between. I know you will be 
interested in some of the reactions I got 
in talking to bankers in different sec- 
tions of the country about this field of 
personal loans and other forms of con- 
sumer credit, in which many of our 
banks are now actively interested. I 
found, almost without exception, that 
every banker has the matter very much 
in his mind; and in not a few cases, in 
fact I think in even the majority of 
cases, he has very definite ideas on the 
subject. He is either in favor of the 
idea of banks engaging in this business, 
or he is dead set against the idea as a 
matter of principle. Very few bankers 
are on the fence. .Those who are in 
favor look at the department not only 
as an opportunity—the first in years— 
to get some money invested profitably, 
but also as a ‘practical means of repair- 
ing our public relations fences. 

They think, and I quite agree, that 
many borrowers will now, for perhaps 
the first time, have an opportunity to 
become acquainted with the local 
banker and that, after he finds out that 
the banker will sit down and try to help 
him out on his own personal financial 
problems—small though they may be— 
the experience will do much to offset 
this “money changers” propaganda that 
we have had to contend with too long. 


Objections to Service 


A surprising thing is that the bankers 
who do not like this consumer credit 
idea for their banks base their argument 
on the same line of reasoning. They 
say that the small borrower, who has 
been subjected to this hate-the-banker 
campaign, will be all the more sus- 
ceptible to such teachings if he owes us 
money. Not a bad argument and one 
that we should consider with all the 
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seriousnéss that it deserves. My own 
opinion is that it depends entirely on 
how we conduct the business and 
whether we keep it on a dignified basis. 
If we become cheap and misleading in 
our advertising and promotional activi- 
ties, then we shall be criticized, and jus- 
tifiably so. If, on the other hand, our 
advertising gets across the message that 
here is a bank ready and willing to talk 
to the man or woman of limited income, 
and not only willing but anxious to 
make a loan for any constructive pur- 
pose, on the basis of a fair rate of in- 
terest, then we shall build not only on 
solid ground but do a good job for our 
public relations as well. 

In a short period of six weeks a dozen 
different consumer credit plans have 
been submitted to me, all with two pur- 
poses in mind: first, to get the consumer 
to borrow more money; and, second, to 
share in the profits for originating the 
business. I have a stork plan that will 
bring you into the world, and an under- 
taker’s plan that will take you out of the 
world. In and out the easy way—a 
dollar down—more each pay day. 


Travel plans; salary advance plans; 


credit check plans; and one plan that 
has the ambitious objective of doing 
away with all accounts receivable in the 
retail stores: and this last, let me say, 
is very well written and a plausible 
thesis. 

But I wonder whether the tempo isn’t 
getting just a little too fast. Let’s not 
make the mistake of trying to wrap the 
business up in fancy packages to get the 
public to buy whether they want to or 
not. 


Proper Approach Important 


In developing this business let us 
think of our banks and the banking busi- 
ness, as well as our consumer credit 
department. We can do a good job for 
both. Let us so conduct ourselves that 
five or ten years from now an American 
banker will still mean a man of some 
education and refinement, genuinely in- 
terested in the economic welfare of the 
country and the people he serves. 

If our approach to the business is a 
purely selfish and temporary one, if we 
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go into the consumer credit field for 
whatever relief it may offer for imme- 
diate investment problems, then we are 
headed for trouble. If, on the other 
hand, we develop our consumer credit 
departments with the basic thought of 
supplying a credit service to a large 
percentage of the population who never 
knew bankers in this relationship be- 
fore, if we give cxedit only to people 
who are entitled to credit—credit used 
only for constructive purposes, then we 
will not only do a good job for the in- 
dividual borrower and society as a 
whole, but we will make a further im- 
portant contribution to the most demo- 
cratic banking system in the world. 


© 
WE MUST KNOW OUR BUSINESS! 


THE good old days have a way of never 
returning. Conditions under which 
banking was done in the past have gone 
forever. There is only one thing cer- 
tain about banking tomorrow and that 
is that it will be different from banking 
today. Therefore, if we would know 
our banks we must maintain constantly 
the research attitude. We must be flex- 
ible to change where needed and cour- 
ageously militant against changes dan- 
gerous to democracy. While retaining 
the foundation of honesty and fidelity 
upon which our banking house is built, 
we must be forever working to improve 
the outward forms of construction. 

If we are to make these changes our- 
selves, rather than have them imposed 
upon us, we must know our bookkeep- 
ing, we must know our costs, we must 
know our credit and credit oppor- 
tunities, we must know our fellow bank- 
ers, we must know our public, we must 
know our responsibility for the preser- 
vation of the independent system of 
banking in this country—all of which 
adds up to the amazingly simple con- 
clusion: we must know our business. 
—William A. McDonnell, Executive 
Vice-President, The Commercial Na- 
tional Bank, Little Rock, Arkansas, in 
an address before the recent Kansas 
Bankers Association Convention. 
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Meeting the 


Hours Problem 


EXT October we must reduce our 
work week to forty hours. Unless 
we can find ways and means of 

offsetting this decrease in working hours 
through improvement of methods, we 
may be faced with the necessity of in- 
creasing our staff. We can wait and see 
what happens or plan now. If we wait 
until the last minute, we can be sure of 
confusion. 

What can we do about the hours 
problem? First, I think we should de- 
termine wherever possible just how 
much time is required for each job in 
the bank. Second, how much work is 
unnecessary, what short cuts can be 
taken. Third, is the flow of work well 
planned? Is all work being handled 
at a convenient time? Fourth, are mis- 
cellaneous jobs properly allocated? 
Fifth, are hours of arrival based on 
custom or the requirements of the job? 

These factors are not necessarily set 
down in the order of importance; in 
fact, each has a bearing on all phases 
of operating routine. However, let’s 
discuss the determination of time re- 
quirements for jobs. 


Time Requirements 


How many times have you found that 
a substitute on a given job has taken 
less time than the person regularly 
assigned to that task? Do you have a 
definite schedule? Are your employes 
expected to complete their work as 
promptly as possible? That, in itself, 
has a tendency to promote efficient 
operation. Most workers like a mark to 
shoot at. They take pride in doing the 
job well. 


By Arthur W. Deibert 


Assistant Cashier, The National Shawmut 
Bank, Boston, Mass. 


Some years ago our bookkeeping de- 
partment was handicapped by the late- 
ness of the clearing work, which was 
prepared in another department. In- 
quiry disclosed that no time limit had 
been set for this work; and when in- 
quiry was made as to what a reasonable 
time would be for the completion of 
this work, it was found that it could 
easily be closed out from twenty minutes 
to a half-hour earlier. The same condi- 
tion applied with respect to items which 
were being sent to the bookkeeping de- 
partment by other departments at the 
close of the day. 

With reference to time requirements: 
How much posting time do you have in 
your bookkeeping department? The 
Burroughs Adding Machine Company’s 
standard of five balances per minute 
plus thirty items per minute, will tell 
you whether or not your bookkeepers 
are carrying too heavy a posting load, 
and a simple check will determine the 
time required for other bookkeeping 
duties. 

How long should it take to run a 
proof batch? To post and prove sav- 
ings accounts or loan liability records? 
It really isn’t necessary that you get an 
answer in split seconds. The point is 
that most of these clerical operations are 
subject to measurement and you should 
have a knowledge of what may be ex- 
pected. 

Regarding unnecessary work: The 
historic answer to the question “Why 
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are you doing this?” is, of course, “We 
have always done it.” Now, most of 
the things that we do in our banks are 
not without reason, but only by ques- 
tioning everything can we hope to 
uncover the occasional instance of 
futile effort. 

Perhaps the most outstanding example 
of the elimination of effort is the change 
that has taken place in many of our 
bookkeeping departments through the 
use of single posting or delayed posting 
plans. In the past we had gotten into 
the habit of making four or five parallel 
runs of work each day, and there was a 
reason for that. We had found that the 
improvement of bookkeeping machines, 
by the addition of accumulating regis- 
ters and a journalized copy of all en- 
tries had made it possible to secure an 
easy check on a portion of the day’s 
work. We had waiting time in the 
afternoon that might just as well be 
utilized for additional runs. 

Along came single posting, and we 
found a means of consolidating our 
postings into one or two runs. Aside 
from the value of photographs, that is 
the chief advantage of single posting. 


I should like to emphasize the fact 
that in all cases the work involved in 


establishing any record should be 
weighed against the real need for, and 
the use of that record. How much time 
will you really have to spend to locate 
an occasional error if you use a short- 
cut method? It is comforting to know 
that you can get a desired fact from 
your records immediately and without 
trouble, but are you spending more 
time to set up the record than the result 
is worth? Some banks still maintain 
elaborate descriptions of checks de- 
posited whereas experience will show 
that the time spent to look up an occa- 
sional item through the block proof 
system is considerably less than the 
time necessary for the original descrip- 
tion. 

Do you list deposit items direct to 
outgoing letters, or are they all listed 
first on block proof sheets? If you are 
not using the direct listing method, a 
study will probably disclose consider- 
able needless duplication of effort. 
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Have your monthly payment loans 
grown to a point that will justify remov- 
ing them from your regular loan rou- 
tine so that a more simple personal loan 
system may be established? 


Does the physical layout of your bank 
meet present requirements? How much 
time is being wasted because the 
arrangement of departments is based 
on conditions whir’i no longer exist? 
Most of us hax. experienced many 
changes in the past decade. We have 
increased activity in certain corners of 
our bank and decreased it in others; 
and we have changed our physical lay- 
out here and there as the occasion de- 
manded. Perhaps it is now time to 
review our entire plan and reconsider 
the location of departments in the light 
of new conditions. 

The list of possibilities for the elim- 
ination of unnecessary work and wasted 
time, or the possibility of short cuts is 
a long one. We can dig out these 
opportunities only by a minute ques- 
tioning of every detail of our bark. 


Minor Improvements 


I have mentioned for purpose of 
illustration one or two possibilities for 
the elimination of unnecessary steps 
and short-cut methods. Where major 
changes will accomplish an improve- 
ment, they are usually self-evident and 
the problem simply one of determining 


when the change shall be made. It 


In the accompanying article, 
which formed a portion of his 
recent address before the Massa- 
chusetts Bankers Association 
convention, Mr. Deibert dis- 
cusses means of dealing with the 
problem arising from reduction 
of the work week to forty hours 
next October. 

Factors discussed include: 
job time requirements, unneces- 
sary work elimination, work 
flow planning, allocation of mis- 
cellaneous jobs, and hours of 
arrival. 





seems to me that the minor improve- 
ments which can be made here and there 
require more thought and effort than 
the major changes, for they are more 
easily overlooked and, even when 
known, we frequently dismiss them with 
the excuse that the saving of a few 
minutes is not especially important. In 
the aggregate, they can represent con- 
siderable wasted effort. 

Do you reconcile your correspondent 
bank account daily? If so, do you do 
it because of necessity, or would a 
weekly reconcilement serve just as well? 

Do you itemize cashiers or treasurers 
checks in a general ledger journal even 
though you are now using a register that 
duplicates this information? 

Have you examined your reports and 
statistics recently for the purpose of 
weeding out items that no longer have 
a real value? 

How much time do you spend looking 
for errors? Can the number of clerical 
errors be reduced? 

Why not find out something about 
this wasted effort? Keep a record of 
errors for a short period of time. The 
results of your findings may surprise 
you. Perhaps some of your opinions 
which have been based on casual ob- 
servations are not in accord with facts. 
In any event, I am sure that you will 
acquire a new viewpoint on the value of 
clerical accuracy. 

These are a few examples of wasted 
effort which, in themselves, are not espe- 
cially significant. However, they can 
add up. 

Now, I know that to a very great 
extent we have little control over the 


‘There is no quick answer to 
the hours problem. The solution 
will be found only through a 
careful investigation of each de- 
tail of operation. The desired 
result will be accomplished, for 
the most part, through small 
savings and improvements here 
and there. In the aggregate 
they can produce a substantial 
reduction in time requirements.’’ 


flow of work. We do things at the con- 
venience of our customer. After all, 
he is the fellow who pays the bills and 
makes it possible for us to earn our 
livelihood. 

Careful study may develop the fact 
that waiting time has been created be- 
cause one department of the bank is 
not sufficiently familiar with the re- 
quirements of other departments that 
are depending upon it for work. You 
may find it necessary to insist that cer- 
tain duties be performed at a time which 
may be inconvenient to the person in- 
volved, in order to prevent delays in 
other divisions of the bank. 

Does your settlement system permit 
each unit of the bank to settle independ- 
ently? Are ‘figures available without 
delay? Your system should answer 
these requirements. If it does not, then 
you undoubtedly have an opportunity 
for the elimination of wasted time. Per- 
haps this lost time is not now evident. 
It is quite possible that there has been 
an unconscious slowing up process in 
certain sections, due to the fact that 
settlement figures are not available 
when needed. Codperation between all 
members of your staff will do much to 
supply the codrdination of effort that 
is so necessary in bank operating rou- 
tine. But even though that spirit of 
codoperation leaves nothing to be de- 
sired, it is too much to expect that the 
average employe will voluntarily create 
additional work; do it the hard way, so 
to speak, in order to ease the burden in 
another corner of the bank. Codépera- 
tion is essential, but it must be guided 
cooperation. 


Miscellaneous Job Allocation 


One of the problems that we have to 
watch in larger banks is a tendency to 
over-departmentalize. A__ particular 
function grows to the point where it 
can no longer be handled conveniently 
as a part-time job of one or two persons, 
so we create a specialist or a separate 
department. Now, there are obvious 
advantages to be obtained through spe- 
cialization. Likewise, there are disad- 
vantages. You lose flexibility. Lunch 
hours, vacations and absences must be 
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provided for and the smaller the unit, 
the greater the problem. Work in- 
creases, and since you are dealing with 
a separate department, a new full-time 
clerk is added, whereas only half-time is 
actually necessary. 

Various functions can be made the 
responsibility of a single supervisor and 
duties can be rearranged to conform to 
the time requirements of the composite 
department. It may be found desirable 
to distribute the work of a particular 
one-man job and assign it to several 
persons on a part-time basis. 

Of course, what I am really saying is 
that your organization must be consid- 
ered as a unit and that the time of each 
individual must be geared to the general 
scheme of things. Your immediate re- 
action is that, of course, you do run 
your bank that way. Won’t you admit, 
on the other hand, that, in general, re- 
assignment of duties has been for the 
purpose of adjusting minor situations 
as the need arose? Have you ever taken 
the time to review each small detail over 
the bank as a whole? 


Hours of Arrival 


To a large extent, the time at which 
we start work is governed by our open- 
ing hour. Nevertheless, there are many 
duties in a bank that are in no way 
related to the time that we open our 
doors. 

The Wages and Hours Act has forced 
us to adjust hours to the maximum 
allowed under the act, or pay overtime. 
As a result, we have found that in emer- 
gencies it is possible to make some of 
these adjustments by allowing time off 
or by changing the hour of arrival as 
the occasion demands. Is it not possible 
that the performance of numerous jobs 
in your bank would be improved if the 
hours of arrival and departure were 
regularly based on the requirements of 
the work rather than custom? 

In my own bank, we endeavor to plan 
our time in this manner wherever pos- 
sible. In the case of positions involving 
late settlements, the starting hour may 
be nine-thirty or ten o’clock. For many 
years our general ledger bookkeeper 
has reported early in the morning for 
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the purpose of completing the previous 
day’s entries. 

Likewise, we endeavor to eliminate 
definite closing hours wherever it is 
possible to do so in order that employes 
may leave when the day’s work is 
finished rather than at a predetermined 
time, which may be later than is ac- 
tually necessary. 

In conclusion, I should like to empha- 
size the thought that there is no quick 
answer to the hours problem. The 
solution will be found only through a 
careful investigation of each detail of 
operation. The desired result will be 
accomplished, for the most part, through 
small savings and improvements here 
and there. In the aggregate they can 
produce a substantial reduction in time 
requirements. 

© 


BANKING’S OBLIGATION 


I FIRMLY believe that the great rank 
and file of the American people wish 
to be fair with chartered banking. As 
in all other connections, they are will- 
ing to pay the price if they are sure 


they are getting their money’s worth. 
Further than that, I believe the banking 
authorities in state and nation, who have 
been set up by law through the years 
as a result of the action of the people, 


also wish to be fair. Chartered bank- 
ing, on the other hand, has an obliga- 
tion to ascertain the facts with respect 
to the services they perform and to make 
those facts known both to the public 
and to the banking authorities. Dr. 
Harold Stonier, Executive Manager, 
American Bankers Association, in a re- 
cent address. 
© 


Have we the best possible banking sys- 
tem which can be provided for the peo- 
ple of this country? Have we a banking 
system which can stand up against the 
banking systems of other nations which 
have different political and economic 
ideals and which can show them that 
democratic institutions can and_ will 
work if they are manned by men who 
know what democracy demands as well 
as what it gives?—Allan Sproul. 
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Keys to Better 


Public Relations 


AST year a Massachusetts firm of 
public relations counsellors made 

a survey on the question of public 
relations beginning at home because, 
in their opinion, it was the crux of the 
entire matter. While this survey was 
intended to apply to general business, 
I believe that we, as bankers, have the 
same fundamental public relations prob- 
lem that applies to business; and for 
that reason I have changed the names 
on some of the questions so that they 
would be applicable to the banking 
business. Here’s a chance for you to 
keep a mental score of your stewardship. 

All of the questions are prefaced with 
a short statement of fact. They are as 
follows: 

1. Means should be adopted for tak- 
ing the bank’s employes into the bank’s 
confidence. Are your employes fully 
informed about general bank policies, 
labor policies, bank equipment, new 
services and reasons therefor, bank ex- 
pansion, sales dollar—how divided, 
business conditions? 

2. This information should be given 
the employes before it is given the pub- 
lic. Do you follow this policy? 

3. If this can’t be done in person, it 
must be done in bulletins or in bank 
publications. What facilities do you 
have to inform employes in person? 
General mass meetings, sales meetings, 
group meetings, department committees, 
public relations committees, or individ- 
ual interviews? What written material 
do you use to inform employes? Bulle- 
tins, handbooks for employes, annual 
report to employes, payroll messages to 
families, employe publications? With 
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what frequency do the committees meet 
or the written material reach the em- 
ployes? 

4. In meeting the public every em- 
ploye, no matter how humble his sta- 
tion, should feel, if possible, that he has 
inside information about the business. 
Do you give recognition to the indi- 
vidual employes for their efforts in in- 
terpreting the aims and policies of the 
bank to the public? 

5. The employe should understand 
that his work has its part in the ultimate 
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result, and his duties should be inter- 
preted to him in the aims and accom- 
plishments of the enterprise as a whole. 
Do you have a compensation system that 
gives employes a direct incentive to con- 
tribute to the bank’s success? Do you 
have an employe’s suggestion system— 
box and slips, round table, question- 
naire, or are suggestions paid for? Do 
your employes participate in the man- 
agement of your bank in. any way? 


Employes Welcome Explanations 


Management may counter with the as- 
sertion that some of the employes are 
not interested in the reasons behind cer- 
tain bank policies. Well, of course, you 
will find those employes in every or- 
ganization; but, as a rule, they are not 


should be spent. The majority of em- 
ployes in every organization are by far 
the more ambitious, energetic and in- 
telligent persons who would welcome 
such explanations. It is the loyalty and 
the enthusiasm of those people that we 
must look to as the bulwark of strength 
for our banks. 

Our employes should be likened to a 
mirror that reflects to the public the de- 
gree of consideration that management 
gives to them, both with respect: to the 
operations and policies of the bank as 
well as to their individual welfare. In 
view of this fact, management must 
make an unselfish effort to place the en- 
tire personnel of a bank on a higher 
level of appreciation than ever before 
attained.—From an address before the 


the ones on whom very much worry Florida Bankers Association convention. 


Dignity in Small Loan Service 


ANY an individual’s only or first opportunity to come 
into contact with a bank will come through the small 
loan department. The opportunity to acquire the 

security of established credit at “his bank,” to acquire valu- 
able equipment or comforts or conveniences with the help 
of “his bank,” is a powerful and moving relationship. To 
walk proudly into “his bank” and negotiate a loan at a 
reasonable rate in a business-like way is a privilege which 
the embarrassed victim of the loan office will never forget. 

Certainly such objectives are worthy of dignified quar- 
ters, considerate treatment and attention to detail. No 
longer is the small loan department, however, the haunt 
of only the loan-shark victim, the necessitous borrower. Of 
7,500 active loans on our books in Minneapolis, more than 
half of our people are borrowing to acquire property. Our 
five big display windows appeal to people of means who 
want to enhance their personal property inventory. We ad- 
vertise constantly that we want to do business with people 
of good paying record. We advertise for loans for $86,000 
Diesel engines to $86 washing machines. We try and be- 
lieve we have succeeded in dignifying the business in our 
bank to the point where our customers take pride in doing 
business with the department.—John Burgess, vice-president, 
Northwestern National Bank and Trust Company, Minne- 
apolis, Minn., in a recent address before the Illinois Bank- 
ers Association convention. 
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What the 


Banker Should Do 


Y personal experience with bank- 

ers has been highly satisfactory. 

I preface my remarks with this 
favorable comment because most of 
what I am about to say is not so favor- 
able. What good would it do for me 
to eulogize you bankers? You already 
know how good you are. What you 
need is someone to tell you what is 
wrong with you. We improve from cor- 
recting weaknesses not from gloating 
over achievements. I am not a banker 
nor the son of one but I am a bank 
patron. I have long waited to tell what 
[ think of you “birds.” This is my 
first and no doubt my last chance. Get 
set, for here I come: 

1. A bank should be a bank. That 
may seem like a useless admonition. But 
witness what has become of drug stores. 
Many banks have been forced into real 
estate through foreclosed mortgages. 
These sidelines tend to divert the bank 
managers from the primary functions 
pertaining to banking. Those primary 
functions are enough to tax the profes- 
sion of banking to the utmost without 
dissipating its energies in performing 
functions for which its training and ex- 
perience do not fit it. May the day 
hasten back when banking can be ex- 
clusively banking. And may the day 
never come when a bank will have news- 
stands and ice cream counters in the 
lobby. 

2. A bank should be secure. At least 
the patrons of the bank should not have 
to worry about losing their deposits. It 
is the business of the banking world so 
to organize banking that it is safe to 
the depositors above everything else. 


By R. V. Hunkins 


Superintendent, Lead Public Schools, 
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That should be an inescapable require- 
ment even though the depositors might 
have to be charged heavily for deposi- 
tory services. A depository for money 
is worse than worthless if it is not se- 
cure. Witness the tragedies that have 
transpired in the past two decades of 
bank failures in which old men and 
widows and orphans have had their 
sources of subsistence wiped out by 
failing banks. What could be more 
cruel than to struggle through life to 
have something to live on when old and 
then have that taken away after one is 
too old to make a living? Yet that is 


In the accompanying portion 
of his recent address before the 
South Dakota Bankers Associa- 
tion, Mr. Hunkins sets forth a 


non-banker’s expectations of 
what a bank should be and do. 
These include: ‘*(1) A bank 
should be a bank; (2) a bank 
should be secure; (3) a bank 
should be efficient; (4) my 
banker should know more about 
banking and economics than I 
do; (5) banks should have a 
thorough-going educational pro- 
gram; (6) bankers must adjust 
banking to the improvement of 
the socio-economic order in 
which we live.’’ 
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‘‘There is no group as well 
equipped and as well situated to 
carry on an adult program of 
education that will improve the 
understanding of people about 
economic principles as the bank- 
ers. They are in a position to 
know and to learn what they do 
not know that is needed. They 
are in a position to attain and 
maintain the confidence of people 
on money matters. Moreover, 
such a program can bring re- 
turns to the bankers for it will 
help people to understand bank- 
ing and money and credits and 
economics in general better than 
they do now. An intelligent 
patron of any business is a more 
profitable patron.”’ 


what has happened to thousands of peo- 
ple, including of course many bankers 
themselves. If the bankers are not re- 
sponsible, who is? . At least they are 
responsible to the point of working out 


a sound banking system and using their 
utmost influence to get such legislation 
as is necessary to support such a system. 


3. A bank should be efficient. As a 
bank patron I want my deposits to be 
secure and I am willing to pay for that 
security if the use of my money is not 
sufficient to cover it. I want the em- 
ployes of the bank to be well paid. I 
do not want the employes overworked. 
I like to walk into an attractive bank 
even though I know that costs money. 
I am willing to have the stockholders 
receive a fair return on their investment 
in the bank. But I do not want the 
charges for this, that and the other thing, 
against me as a bank patron, to be more 
than is necessary to do these basic 
things. I have a right to demand that 
the bank be efficient. I say that a bank 
must carefully consider other ways of 
meeting expenses before it jumps to the 
conclusion that additional fees for this 
and that or increased loan-rates should 
be levied upon the patrons of the bank. 

4. My banker should know more 
about banking and economics than I do. 


I go to a doctor because he is supposed 
to know more about my ailments or how 
to cure them than I do. I go to an 
architect if I want to put up a building 
because he is supposed to know more 
about planning and building than I 
know myself. I go to a banker for 
similar reasons. If he does not under- 
stand money and credits and economics 
better than I do he is not qualified for 
his position. In fact I am suspicious 
that the training level for bankers in 
general is not as high as the compli- 
cated nature of our present economy 
would demand. At least those who 
direct our banks should be thoroughly 
grounded, it seems to me, in a knowl- 
edge of economics in order to under- 
stand banking nationally and interna- 
tionally. Much of the unreliable advice 
that patrons get from banks probably 
grows out of this shortage in training. 
It must be granted of course that even 
those equipped with extensive training 
cannot agree upon all economic prin- 
ciples. Nevertheless it is very probable 
that those with sound training come 
closer to the truth more often than those 
without sound training. 


5. Banks should have a thorough- 
going educational program. This pro- 
gram should have as its objective the 
gradual lifting of the level of common 
understanding about banking and about 
economics in general, since banking is 
related to that economics. There is noth- 
ing that touches the happiness of people 
like their means of subsistence. There 
is nothing that interferes with the pros- 
perity of people like the foolish invest- 
ments and expenditures they make. 
There is no group as well equipped 
and as well situated to carry on an adult 
program of education that will improve 
the understanding of people about eco- 
nomic principles as the bankers. They 
are in a position to know and to learn 
what they do not know that is needed. 
They are in a position to attain and 
maintain the confidence of people on 
money matters. Moreover, such a pro- 
gram can bring returns to the bankers 
for it will help people to understand 
banking and money and credits and 
economics in general better than they 
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now do. An intelligent patron of any 
business is a more profitable patron I 
take it. In fact many people, because 
of their ignorance, are afraid of banks 
and banking methods. They are afraid 
to take any chances. Such people are 
not the ones who are going to use the 
bankers’ surplus funds by borrowing 
from them. They are not the ones who 
are going to pay reasonable fees cheer- 
fully, for banking services. A_ better 
informed public will be a better patron- 
izing public for banks. This is where 
a program of education of patrons and 
the public in general would pay divi- 
dends to the bankers. Every business, 
including banking, is a public business 
and the public has a right to know how 
it is run and why it is run that way. 
They must be told in terms that they 
can understand. The fees I pay on my 
deposit shortages at my bank and my 
income tax are the only things I pay for 
that I do not understand, and the col- 
lectors don’t seem to give a d : 


6. Bankers must adjust banking to the 
improvement of the socio-economic or- 
der in which we live. As our industrial 
economy progresses it increases in com- 
plexity and _ inter-relationship. That 
means greater responsibility for each 
factor in the social and economic fabric 
for the sake of the strength of the fabric 
as a whole. Then, too, we have passed 
the period of exploitation. Prosperity 
in the past may have been justified on 
its basis of winning success at the ex- 
pense of others. Today financial suc- 
cess must be won, and other successes 
must be won, in a way to help all at 
the same time one is helping himself. 
We cannot expect people to become uni- 
versally magnanimous, whether they be 
bankers or school administrators, but we 
expect them to become enlightened. 
When their selfishness becomes more en- 
lightened they will perceive that private 
welfare must rest upon a foundation of 
general welfare. 

Bankers hold a strategic position in 
the socio-economic world. They, by 
virtue of that fact, carry more than an 
ordinary share of the responsibility for 
the socio-economic welfare of our coun- 
try and our world. We have a right 


to demand and to expect statesmanlike 
leadership from you bankers. We want 
your intelligent and efficient guidance 
in performing your share of bringing 
our potentially prosperous country into 
continuous instead of an intermittent 
prosperity. ; 

We have all the potential require- 
ments for a great and sustained pros- 
perity. All we need is proper economic 
organization. That organization must 
have an eye on all the people all the 
time rather than on this class of people 
or that class of people. Bankers can- 
not be prosperous when millions are 
hungry—nor can any other portion or 
class of people be prosperous for long 
without general prosperity. 

Instead of letting the Government 
take over the job, bankers and business 
men and industrial and social leaders 
must take it over. We cannot continue 
to shirk our duties in connection with 
the socio-economic problems of our 
country, and turn them over to the poli- 
ticians. What we have been doing is 
to wait until we get into a mess. Then 
the politicians, who are not trained in 
either economics or sociology, take over 
the job of running both the economics 
and the social organizations. They make 
a still worse mess of it. Not all New 
Deal policies are bad. You couldn’t 
get as many ideas together as the New 


‘Bankers hold a_ strategic 
position in the socio-economic 
world. They, by virtue of that 
fact, carry more than an ordi- 
nary share of the responsibility 
for the socio-economic welfare of 
have a right to demand and to 
expect statesmanlike leadership 
from you bankers. We want 
your intelligent and efficient 
guidance in performing your 
share of bringing our potentially 
prosperous country into continu- 
our country and our world. We 
ous instead of an intermittent 


prosperity.’’ 
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‘*We cannot continue to shirk 
our duties in connection with the 
socio-economic problems of our 
country, and turn them over to 
the politicians. What we have 
been doing is to wait until we 
get into a mess. Then the poli- 
ticians, who are not trained in 
either economics or sociology, 
take over the job of running both 
the economics and the social 
organizations. They make a still 
worse mess of it, but they are 
just what we must put up with 
until the leaders in our country 
who are trained and who do have 
the power and influence start 
looking at the welfare of the 
country as a whole instead of 
from the standpoint of each kind 
of business by itself.’’ 


Deal has and have them all bad. But 
they are mostly bad for they are politi- 
cal ideas rather than sound ideas either 
from the standpoint of scientific eco- 
nomics or sociology. But they are just 
what we must put up with until the 
leaders in our country who are trained 
and who do have the power and influ- 
ence start looking at the welfare of the 
country as a whole instead of from the 
standpoint of each kind of business by 
itself. Our industries have become 
united by the nature of modern business 
and industry; our leadership must be- 
come united, too. But it must be the 
leadership of those working in the field 
of social and economic organization not 
of the politicians, who know little or 
nothing about and care less about socio- 
economic basic principles. 

Radicalism including socialism does 
not get its power so much from the radi- 
cals as from the impossible situation 
that the ultra-conservatives let us get 
into before they do anything, and then 
it is too late. We need to beat the radi- 
cals to the few good ideas before they 


take over the whole show with mostly 
half-baked ideas. We need a more ag- 
gressive liberalism from our _ socio- 
economic leaders, including bankers. 


© 


BANKERS’ SELLING JOB 


As I see it, bankers have a selling job 
on their hands. They must first sell 
themselves to one another and then to 
the general public. 

To solve the banking problem re- 
quires that banking personnel be thor- 
oughly familiar with its own specific 
problems and that it then attempt to 
educate the public: 

First, to stand solidly, with both feet, 
on the fundamental principle of private 
initiative. 

Second, to restrain its hands from 
digging into the public treasuries. 

Third, to use its hands in the com- 
plete strangulation of unfair govern- 
mental competition. 

Fourth, to look with disdain upon 
shady bank practices and with favor 
upon your service when well executed. 

This, then, is a challenge to you com- 
mercial bankers!—William G. Sutcliffe, 
Director, Graduate Division, College of 
Business Administration, Boston Uni- 
versity, in a recent address. 


© 
AVOID SUPERIOR ATTITUDE 


THE whole question of public relations 
really dissolves itself down to one of 


personal relations. People must like 
us if they are to do business with us. 
We should avoid giving any impression 
of superiority. It is natural that we 
as bankers should know more about our 
own business than the layman, and al- 
though the layman expects this, he does 
not like to be reminded of it. We can 
best cover up our superior knowledge 
in the banking field by continually try- 
ing to get the point of view of the other 
fellow, see things through his eyes, put 
ourselves in his place and, above all, 
be sympathetic towards his problems.— 
Dale Brown, Assistant Cashier, The Na- 
itonal City Bank, Cleveland, Ohio. 
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The Bank’s 


Insurance Problems 


O establish the necessary basis for 
consideration of some of the major 
insurance problems of the bank and 
to fix in our minds the nature of the 
loss hazards with which we must deal, 
it will be helpful to divide the exposures 
of the bank, arbitrarily and somewhat 
inaccurately to be sure, into three 
classes: (1) the property and operations 
of the bank; (2) the property and op- 
erations of the customer; and (3) the 
property and operations of the trust. 
The property and operations of the 
bank present all of the problems of any 
other business and in addition problems 
peculiar to the bank. The buildings 
of the bank must be insured against de- 
struction. The liability of the bank to 
its employes must be protected. The 
liability of the bank to the public, 
whether from the condition of the prem- 
ises or the activity of officers and 
employes, must be insured. Loss 
through dishonesty of employes, for- 
gery, burglary, robbery and fraud is ex- 
tremely important because of the un- 
usual exposure to such losses, and must 
be adequately insured. Planning insur- 
ance against these hazards, which is the 
major and often the only problem of 
many businesses, is for the bank only 
the beginning. 


Borrower Loss Hazards 


When application is made to the bank 
for credit the same consideration must 
be given to the loss hazards of the cus- 
tomer. As the simplest example let us 
consider the loan upon the security of 
a real estate mortgage on a residence. 
This example is simple because the 
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bank’s concern is largely the preserva- 
tion of its security. 


If the residence is properly insured 
there is no other major problem, be- 
cause the bank is not dependent upon 
the continued solvency of the mortgagor. 
But what is proper insurance on the 
residence? Since September, 1938, it 
is hardly necessary. to state to an execu- 
tive of a New England bank that fire 
insurance is not complete protection. 


As a more complex example let us 
consider the customer who is a consist- 
ent borrower and who properly uses his 
credit for furthering the interests of his 
business. Here the bank is vitally con- 
cerned in the maintenance of the cus- 
tomer’s business as a successful and 
prosperous enterprise. The bank can 
guard its interests against major eco- 
nomic conditions and can prevent seri- 
ous errors in business judgment by its 
customer. A banker once told me about 
the three C’s of credit—Capital, Ca- 
pacity and Character. He attached the 
most importance to Character. I later 
found there was another C which he 
had not mentioned—Collateral. But he 
might well have said, as he probably 
would if he were alive today, that there 
is still another C which is important— 
Catastrophe. Only insurance can pro- 
tect the bank against loss through a 
catastrophe to the customer’s business. 


Obviously the bank should inquire 
into the insurance program of each such 
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‘It has been stated that there 
are more than one hundred types 
of insurance which a business 
should consider. If this is true 
then there are more than one 
hundred types of insurance 
which the bank must consider, 
not alone for its own property 
and business operations but for 
the property and operations of 
customers to whom it grants 
credits and for properties and 
operations which it finds itself 
operating by virtue of fore- 
closure or trusteeship,’? Mr. 
Sawyer pointed out in his re- 
cent address before the Massa- 
chusetts Bankers Association 
convention. The accompanying 
article is a portion of that ad- 
dress, and Mr. Sawyer’s discus- 
sion of bank insurance problems 
will be continued in a forthcom- 
ing issue of THE BANKERS 
MAGAZINE. 


customer and insist upon adequate in- 
surance protection. It is not only a 
necessity for the bank but a service to 
the customer. Does the customer carry 
workmen’s compensation insurance, 
public liability insurance, automobile 
liability insurance, fidelity insurance, 
burglary and robbery insurance, ade- 
quate fire insurance, boiler and machin- 
ery insurance, and use and occupancy 
insurance? If so, do the policies pro- 
vide the essential protection for his 
business? If he has employes working 
in other states is he subject to liability 
in employers’ liability suits? If he 
hires automobiles does he carry hired 
automobile insurance? Does he carry 
non-ownership automobile liability in- 
surance? - I mention these phases of lia- 
bility to emphasize the point that a 
statement that the customer carries 
workmen’s compensation, public liabil- 
ity and automobile liability insurance is 
in itself wholly insufficient. And the 
same is true of fire insurance, fidelity 
insurance and other major classes. The 
bank must know that the insurances 


which he has are adequate for the ex- 
posures which exist in his business. 
One catastrophic uninsured loss may 
convert a good credit risk into a bad 
risk. Liability for $50,000 or $100,000 
can as readily be created by a hired 
automobile or by the use by an employe 
of his own automobile as by the use 
of the employer’s automobile. 

Is the success of the customer’s busi- 
ness dependent upon the skill or judg- 
ment of one individual? Would the 
sudden death of that individual preju- 
dice the recovery of the loan? If so, 
the bank is justified in insisting upon 
business life insurance. 


Non-Borrowers’ Insurance 


The non-borrowing depositor presents 
few insurance problems. Under certain 
circumstances the bank is justified in 
requiring the depositor to carry forgery 
insurance. If he uses mechanical or 
photographic _check-signing devices 
which deprive the bank of the oppor- 
tunity to detect irregularities, he should 
be willing to indemnify the bank 
through insurance. In some instances 
the bank may be justified in requiring 
registered mail and transit or transpor- 
tation insurance. 


Trust Insurance Protection 


By the happening of the contingency 
upon which a trust agreement depends, 
the bank may find itself managing a 
hotel, an apartment house, a public util- 


ity or a manufacturing business. 
Whether or not such trust property and 
business operations are then adequately 
insured, the bank’s legal and moral re- 
sponsibility attaches. Indeed it may at- 
tach even before the bank knows that 
it is responsible. The bank as trustee 
may be liable for losses due to inade- 
quate insurance, losses which it cannot 
recoup from the property constituting 
the trust. 

Not only must the bank be conversant 
with the types of insurance needed but 
the insurance must protect the bank and 
the trust estate properly. The trustee 
is ordinarily liable to third persons to 
the degree to which it would be liable 
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if the trust property were its own, and 
it is entitled to exoneration from the 
trust property only if its liability occurs 
in the proper exercise of the trust and 
without personal fault of the trustee. 
Ordinarily a third party cannot recover 
at law from the trust property but must 
look to the trustee.. In equity the third 
party who cannot recover from the trus- 
tee will ordinarily be permitted to re- 
cover from the trust property to the ex- 
tent to which the trustee is entitled to 
exoneration. 

It is obvious that the insurance should 
be so written that it will cover actions 
in law and in equity both against the 
bank and the trust property. It is 
equally obvious that upon payment of 
a loss the insurer should not be sub- 
rogated to the trustee’s right of exonera- 
tion from the trust property. 

While the bank as bailee of property, 
as agent of its customers, as executor 
of wills or administrator of estates, and 
as the mortgagee of real and personal 
property is not acting in a trust ca- 
pacity, because these relations are not 
trusts, the bank does act in a fiduciary 
capacity. The bank is seldom content 
to rest upon the limited liability which 
the law imposes. It usually assumes a 
moral responsibility equivalent to that 
which exists in the true trust. Insurance 
protection should be considered on the 
basis of moral responsibility. 


Controlled Premises Liability 


One problem common to many activ- 
ities of the bank is its legal liability for 
the safe condition of premises in which 
it acquires interest through purchase, 
foreclosure, or trust. Except as modi- 
fied by statute or ordinance, liability is 
predicated almost entirely upon the right 
of control. For example, the lessee and 
not the owner is ordinarily legally 
liable for the condition of premises 
leased in their entirety, unless by the 
terms of the lease the owner has agreed 
to keep the premises in repair. 

Since the mortgagor has complete 
control of mortgage premises, at least 
prior to foreclosure proceedings, the 
mortgagor and not the mortgagee is or- 
dinarily liable for the condition of the 
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premises. When the mortgagee takes an 
assignment of rents and agrees to make 
repairs, or when the mortgagee takes 
possession under foreclosure proceed- 
ings, the mortgagee has the right of 
control and may be legally responsible 
for the condition of the premises. 

This principle becomes readily under- 
standable when we examine the reason 
for it. The law regards it as inequitable 
to attach liability for an unsafe condi- 
tion to any person who does not have 
the right to correct that condition. But 
it will hold liable the person having the 
right of control, who is usually the oc- 
cupant of the premises. Obviously the 
bank should insure against liability in 
connection with premises over which it 


acquires in any manner some degree of 
control. 
® 


SOCIAL ASPECTS OF INSTALMENT 
LOANS 


THE social aspects of instalment loaning 
are most impressive, far more impor- 
tant than the quantitative aspect, for 
remember that consumers demand and 
will secure credit; they will take good 
agencies if they can get them, but bad 
agencies if they have to; and I submit 
that it is up to the bankers to furnish 
the good agencies. It puts the bankers 
in direct touch with the common people, 
the people who have the votes. Almost 
every loan is a fascinating study in 
human interest; almost every applica- 
tion blank hides an O. Henry story be- 
hind a simple relation of facts. Now 
then, when you-can combine great pub- 
lic service with substantial profit, you 
have a banking function worthy of seri- 
ous, dignified treatment.—John Burgess, 
Vice-President, Northwestern National 
Bank and Trust Company, Minneapolis, 
Minn. 
© 


PLAIN, old-fashioned common sense is 
more important than all the fancy pub- 
lic relations formulas and devices ever 
conceived by high-pressure experts. 
Make no mistake about that. It is a 
fatal error to replace sincerity in pub- 
lic relations with habitual back slapping 
and lapel pulling.—Leston P. Fanuef. 
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IN 


WASHINGTON 


By Our 


WASHINGTON CORRESPONDENT 


LL events in Washington are re- 
volving around the heavy news 
from Europe’s bloody battlefields. 

Banking officials—the Federal super- 
visors—are blue and depressed. They, 
like all the others are hoping for mir- 
acles in a war that they feel threatens 
the very fundamentals of the American 
way of life. The routines of the day’s 
work are tied to developments abroad 
while Congressional machinery moves 
rapidly to supply money, men and ma- 
These are 
for defense, but the defense line is 
visualized across the Atlantic. (Between 
the time that this is written, at the mid- 
month date, and its appearance, Amer- 
ica’s own defense may be at the shore- 
lines—no one knows.) 


chines for military needs. 


Banking Developments 


Banking developments—that is, moves 
affecting banking processes—are numer- 
ous and far-reaching. Outstanding 
moves include the following as either 
bills passed or expected to pass at this 
date: 

1. An increase in the statutory debt 
limit and a heavy tax bill. Defense 
bonds to be floated designed to liqui- 
date $4 billion in five years. These 
bonds recommended as subject to Fed- 
eral and possibly state taxes. This lat- 
ter the first certain step looking to the 
removal of the tax exempt privilege long 
maintained for Government bonds. 

2. Vast new powers for the Recon- 
struction Finance Corporation. The bill 


makes of that Corporation a great Gov- 
ernment underwriting and holding con- 
cern which may, and probably will, 
supply new capital for the construction 
and expansion of airplane production, 
research work, munition plants, tanks, 
the purchase of strategic materials, and 
scores of other activities tied to national 
defense. Private credit will be wel- 
comed and supported and guaranteed, if 
necessary, but if private capital is slow, 
the RFC will act. In addition to do- 
mestic defense requirements, aid to 
South American countries will be ex- 
ended in order to tie them more closely 
to the United States and prevent domi- 
nation from abroad. 

3. Expanding the authority of the Re- 
serve banks to aid in credit extensions 
to small manufacturers, “little business” 
seeking Government contracts, and 
others. At this writing one of the Mead 
bills—the revision of Section 13B—is 
favored. Under this form, the Reserve 
banks may become competitors of the 
Reconstruction Finance Corporation in 
this field. 

There is to be no lack of credit fa- 
cilities to stimulate defense which has 
become offense in the world conflict be- 
tween democracy and dictatorships. If 
any broad powers have been overlooked 
in the financial field, Government ex- 
perts do not know it. Legal phrasing 
has been broad and Congress has been 
reluctant to question. By and large, 
there has been no partisanship in re- 
gard to any bill, measure or program, 
that ties to national defense. 
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Changed Atmosphere 


In the broad picture, undercurrents 
of thought and action, indicate that the 
day of crack-down policy over banking 
and business has ended. This is sig- 
nificant to all bankers. The very at- 
mosphere of Washington has changed. 
Those agencies which previously were 
the great rolling, fire-spitting tanks, fir- 
ing against the conservative leanings of 
bankers, are now dropping back to the 
rear, if not actually discarded. The Se- 
curities and Exchange Commission and 
the National Labor Relations Board, 
once the spearheads of advance thought 
in the New Deal philosophy, are no 
longer so important. Not as reform 
armies. 

The SEC’s most ardent New Dealer 
(the term New Dealer is hardly heard 
these days), Leon Henderson, is a mem- 
ber of the revived Defense Council, 
serving with big business executives and 
working for close codperation with per- 
sonalities and phases of business pre- 
viously under suspicion. Even the 
power interests are being brought into 
the circle of defense planning. 

The National Labor Relations Board 
is cowed and apologetic. The vote in 
the House to change its character was 
significant. Even before that vote, the 
Board began stepping softly and cau- 
tiously, avoiding disputes instead of in- 
stigating them. Its appropriations cut 
and suspicion cast on some of its staff 
for presumed communistic leanings, 
has brought about a change in the at- 
mosphere of its command. 

The trust-curbing division of the De- 
partment of- Justice under fire-eating 
Thurman Arnold, is slowly falling into 
line, now turning its attention toward 
such activities as might disturb pro- 
grams of defense, be they labor or 
capital. 

The Department of Labor where 
there was long pronounced sympathy for 
the CIO, is submerged in the new wave 
of codperation with business. Strikes 
in major industries are no longer sym- 
pathetically excused and it will not be 
long before they will cease to be tol- 
erated. The Wage-Hour Division of 
that department, under Col. Fleming, 
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seeks merely to uphold the law without 
strong gestures. It may not be long 
before there may be changes in that law, 
providing exemptions. There is a 
strong tide beginning to run in that di- 
rection. - 

All of this has significance to the 
banking industry—to organized bank- 
ing. It is their opportunity to come 
out from their doghouses of fear and 
assume leadership. That they will be 
welcomed in the nation’s councils, is ap- 
parent and certain. 


Bank Legislation t 


In the field of supervisory activities 
over banking, there have been some defi- 
nite moves. 

Of wide interest to banking thought, 
is the situation in Michigan where a 
state branch banking system seeks to 
establish itself. Comptroller of the 
Currency Preston Delano has an appli- 
cation before him which, if he passes, 
will create such a system. Though it 
is opposed by Michigan’s State banking 
supervisor, it is said to be legally per- 
missible by the State’s Attorney Gen- 
eral. The Comptroller of the Currency 
holds that he may not be able to deny 
the application if all legal provisions 
of the law are complied with. His po- 
sition is that the Office of Comptroller 
of the Currency is not to make policy 
but to administer law. He makes it 
clear that he cannot be injected into the 
discussion of policy over the branch 
versus the unit banks. Realistically, 
though, he is already injected into the 
cross fire of banking’s own private 
battles. 

The amendments to the Federal Home 
Loan Bank Act, having passed with 
many changes in the House, have been 
opposed before a subcommittee in the 
Senate. The opposition came from the 
Federal Reserve Board and the Ameri- 
can Bankers Association. While basically 
technical, the broad aspects emphasized 
the fear and suspicion held in commer- 
cial banking quarters that a new system 
of banks would be permitted under the 
changes proposed. The contest is sharp 
and pronounced despite earlier efforts 
of the two groups to get together. 
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The Investment Trust Bill, written at 
the Securities and Exchange Commis- 
sion, but rewritten under protests of the 
trust investment interests, seems, at this 
writing, to be favored for passage. 

The Deposit Insurance Corporation’s 
annual report, showing new changes in 
number of banks, increases in the 
branches of banks, strengthening of 
capital structure, with criticism of those 
banks not changed, has achieved limited 
publication due to the pressure of war 
news. 

Attorneys representing the Bank of 
America, personally appeared before 
the Labor Board to protest against or- 
ders requiring the bank to rehire dis- 
charged CIO employes. This is the sec- 
ond case of its kind. The first order 
was never appealed to the courts. The 
bank takes the broad stand that its busi- 
ness is not interstate in character, hence 
not subject to the board’s jurisdiction. 
The argument along this line is perhaps 
the best that has ever been advanced 
and is of fundamental importance to 
all banks because it also involves ad- 
herence to the Wage-Hour law which 
assumes that banks are interstate in 
character. 

The changed farm credit bill seems 
slated for passage. It is far different 
than the original and contains, appar- 
ently, no provision disliked by banking. 
It allows for expanded borrowing power 
by the land banks and Reserve Bank 


advances to them. 


Wagner Questionnaire 


While legislation affecting banking 
has been passed and more will be passed 
if Congress stays in session for an in- 
definite time—which fact is not at this 
time certain of prognostication—some 
bankers have not forgotten the Wagner 
Study Resolution and the questionnaire 
that has been circulated. Alabama’s 
superintendent of banks was the first to 
send in answers, observations and data. 
Senator Wagner. chairman of the com- 
mittee making the study, said that the 
National Association of Supervisors of 
State Banks, is expected to supply ma- 
terial. 

However, 


banking’s_ leadership _ is 


more stirred over foreign affairs and 
repercussions than even local laws un- 
less they somehow offer winning pro- 
grams. Comptroller of the Currency 
Delano, speaking extemporaneously be- 
fore District .of Columbia bankers, 
warned that “there may be a grave trial 
ahead of us . . . suffering and distress, 
but I feel certain that the bankers of 
the United States are ready ... to 
pledge . . . their fortunes and _ their 
sacred honor.” 

The William Allen White Committee 
for the Defense of America by Aiding 
the Allies is enlisting prominent bank- 
ers, some of whom are already forming 
local committees. It is evident that a 
new America—a changed America—has 
come into existence. 
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ADAPT NEW SERVICES 


WE have an obligation to adapt our- 
selves to the change of times. The pub- 
lic demands more ‘service from banks 
and is willing to pay for it. If we are 
to serve the increased demands of our 
communities and hold our places as 
community institutions we must adapt 
and put into use such of the new bank- 
ing services that have been evolved in 
the past few years as fit into our com- 
munities and have been found to be 
sound banking practice—Henry W. 
Koeneke, Second Vice-President, Ameri- 
can Bankers Association. 


© 


Goop banking is not a question of the 
size of the institution; it is a question 
of the intelligent handling of bank as- 
sets. Thousands of our small banks in 
this country are conducted profitably 
to their communities and are as intel- 
ligently managed as some of our very 
large metropolitan banks. Law alone 
will not save organized banking; it 
must save itself through intelligent man- 
agement. The meeting of local prob- 
lems demands courage and sound vision. 
—Dr. Harold Stonier, Executive Man- 
ager, American Bankers Association, in 
a recent address. 
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ON 


THE 


WEST COAST 


By JOHN FARNHAM 


N mid-April the war in Europe was 
still something far removed from 
the Western consciousness. Now in 

mid-June it has reached the Western 
mind and while the West is as deter- 
mined as ever to stay out of the war, 
few Westerners longer feel that the war 
“doesn’t make any difference.” It is 
now pretty generally felt that whatever 
happens in Europe will make a great 
deal of difference here. That goes 
whether the empires or the dictatorships 
win. Hence throughout the West there 
is a feeling of hesitancy this summer. 
With this feeling in the air a banking 
letter, unless it deals entirely with trifles, 
is difficult to write. What seems true 
today may be false tomorrow, and hence 
to “war angle” this piece and to dis- 
cuss specific banking problems and 
policies in the light of the national de- 
fense drive, for example, would serve 
no purpose whatever. 

But a bank’s policies are in the final 
analysis a reflection, or perhaps better 
a translation, of the social and economic 
structure of the community in which it 
lives. During the latter 1920's, for ex- 
ample, many Western banks made what 
amounted to speculative commodity 
loans. True, these were in the shape 
of farm mortgages, but the value of the 
land pledged as collateral was based 
on the high values obtaining for the 
crops that it produced. The public had 
a kind of farm land fever and this trans- 
lated itself back into bank loan port- 
folios. Then in the early 1930's, the 
public became anxious to liquidate its 
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holdings and this forced the banks to 
follow suit. Again the banks merely 
reflected the popular attitude. More re- 
cently, the public has wanted to buy 
on the installment plan to a greater de- 
gree than ever before and banks have 
reflected this desire by employing mil- 
lions of dollars in consumer finance. 
Each of these shifts on the part of the 
public (and of banking policy) has 
been based on the economic and social 
structure of the period involved, and 
likewise the trends of far West banking 
in the new and bitter world which seems 
certain to rise out of the flames and 
ashes of Europe will be based on the 
far West’s economic and social struc- 
ture. For that reason it might be wel! 
to examine the structural changes which 
have already begun to take place, and 
which give a pretty fair indication of 
the trend of the future. 


Structural Changes 


First of all it is now certain that the 
day of the left-wing labor leader and 
the “liberal” relief politician is done. 
Far Western relief and WPA administra- 
tion and many far Western labor or- 
ganizations have been honeycombed 
with admirers of the “Russian experi- 
ment.” Some of them have been Com- 
munists, some Fellow Travelers and 
some merely fools, but they have all 
worked together to sabotage the private 
ownership of property by whatever 
means came to hand. Now this group 
is running to cover and its passing, plus 
the demands of “national defense,” is 
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likely to have the effect of increasing 
private employment, but at lower hourly 
wage rates than have existed in recent 
years. As this tendency spreads, it will 
have the general effect of increasing 
aggregate pay rolls while, at the same 
time, reducing incomes of certain 
classes of workers. As an example, 
during the past few years the militant 
waterfront unions have virtually de- 
stroyed the Coast shipping industry, al- 
though favored union members are 
earning from $50 upwards a week for 
what amounts to unskilled labor. A 
hardening in the attitude of public offi- 
cials and the public in general toward 
the unions and the removal of some of 
their demi-gods from leadership, per- 
haps by deporting them, would be likely 
to result in wider employment on the 
waterfront, but fewer fat pay checks. 
Perhaps the Coast waterfronts are so 
badly crippled, especially now that the 
American export trade in the Pacific 
seems headed for a long decline, that 
the waterfront won’t come back, but 
the same general situation exists in 
every field where the unions have been 
able to make headway with the result 
that it can be expected that, on the 
whole, the average weekly wage for un- 
skilled and semi-skilled work on the 
Coast will come down. In case of a 
marked inflationary upswing in prices, 
dollar wages might remain where they 
now are, but as in such an event real 
wages would decline, the net effect 
would be the same. 


Effects on Banking 


How such a fundamental change in 
the basic Western economy will feed 
back into the banks depends on too 
many correlatives for discussion here, 
but that it will mean sweeping changes 
in banking policy is fairly plain. It 
may stimulate commercial lending or 
consumer finance or mortgage loans. Or 
it may not. You can take your choice, 
but in this space it is enough to point 
out that such a seemingly irrelevant 
thing as a shift from tolerance to dis- 
trust of Lady Bountiful philosophies in 
the union and relief fields on the part 
of the public will mightily affect the 


banks one way or the other. Especially 
is this true because in its veering away 
from what has come to be called “liber- 
alism” the Western States seem likely 
to turn toward authoritarianism. The 
tendency to do this has long been strong, 
particularly in agriculture where pools 
and codperative arrangements of one 
sort or another have from time to time 
organized to hold those involved more 
or less rigidly in line. The war and 
the bankruptcy dangers which will fol- 
low it cannot but call for readjustments 
in many segments of Western agricul- 
ture and to bring these about restric- 
tions will be resorted to. Blueprints 
have already been drawn for some of 
these and as they go into effect and the 
bite of them takes hold, the effect on 
farm land values will be adverse. But 
at least one result of this should be to 
diffuse land ownership, a thing that is 
needed from the knees of the Rockies to 
the Pacific. 

But though the trend of Western 
thinking seems definitely committed to 
a path which might be called “con- 
servative,” if that word had not been 
worn out, it is also committed to whet 
would have once been called red social- 
ism. There are still those who stub- 
bornly resist, but needs, real or im- 
agined, of “defense” can be counted on 
to implement the drive to draw all or 
nearly all electric generating capacity 
into a Federally owned system. _Dis- 
tribution systems here and there will 
remain in private hands for a time, 
although that time may be growing 
short. Similarly, it is plain that indus- 
try will increasingly turn to Govern- 
ment for financing, if and as, because 
of the demands of “defense,” it needs 
expanded plants. Obviously this is a 
form of public ownership, of socialism, 
if you will. Yet it is supported by the 
majority of conservative citizens, in- 
cluding most bankers, although its full 
flowering will create conditions with 
which banks have never coped before. 


Rapid Changes Coming 


It would be absurd to suggest that 
the sudden realization that a life and 
death struggle is going on in Europe 
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and that the United States must spend 
billions for defense have wrought these 
changes in the course of a few short 
weeks. Little by little, they would have 
come in any case. For several years 
now trade unionists and reliefers have 
been riding for a fall. Ever since the 
establishment of the Reconstruction 
Finance Corporation, socialization of 
industry has been on the way and there 
have been elements of authoritarianism 
in Western agriculture since its begin- 
nings. But two months ago, the pros- 
pect was for slow evolution. Changes 
were coming and it was plain that the 
old free and easy life of the West was 
a thing of the past. Yet it seemed 
likely that vestigal appendages of it 
would remain only to drop off slowly in 
a distant future and bankers could look 
ahead with confidence that as changes 
came they could be met by easy adjust- 
ments. Such confidence is no longer 
possible, for rapid rather than slow 
change is now the order, because the 
people who make up the Western 
economy have suddenly made an about 
face. The easy tolerance with experi- 
mentation, which has long been a West- 
ern characteristic has been replaced by 
a demand that something specific be 
done now in the name of national de- 
fense. That it will actually contribute 
to national defense is less important 
than that someone says that it will. In 
such an atmosphere sweeping changes 
can come over night and Western bank- 
ing thus faces the prospect of operating 
in a strange new world in which many 
an unorthodox thing may come to be 
done as a matter of course and in which 
many of the fighting issues of 1939 will 
appear to be of no importance whatever. 
Thus, within the next few months, the 
questions involved in the branch versus 
unit bank controversy are likely to be 
settled, one way or the other, once and 
for all. So too, the future immediately 
ahead probably will show how far 
Government is likely to go in the agri- 
cultural loaning field through the De- 
partment of Agriculture and how far 
it will go in the bank capital market 
through the Reconstruction Finance Cor- 
poration. Snap judgment says that the 
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Government will expand its activities in 
both directions, but there is as much 
reason to doubt this as to believe it, 
for in the months ahead Government 
may find it expedient to leave purely 
local financing problems to local people 
to solve. It all depends on what lies 
around the turn of the road ahead. All 
that is sure today is that the road is 
making a right angle turn. 


© 


PARTNERSHIP WITH EMPLOYES 


IT is up to the officers in our banks to 
generate a friendly feeling in their em- 
ployes. It just won’t do for manage- 
ment to sit back with an indifferent at- 
titude toward the rank and file of 
employes and expect them to do an 
about-face and display an air of 
cordiality to the public. No, human 
nature just isn’t built that way. The 
attitude of the public is molded by the 
events arising out of the relations be- 
tween employers and employes. This 
is not a question. of whether or not em- 
ployers or management are treating 
their employes fairly. That is, of course, 
necessary, and | am taking that for 
granted. The important thing is for 
management to communicate this fact 
to their employes, and this can only be 
done by entering into a closer partner- 
ship with them.—Ray A. Ilg, Vice-Presi- 
dent, The National Shawmut Bank, Bos- 
ton, Mass. 
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I am old-fashioned enough to believe in 
thrift and economy and I am convinced 
that a country whose people save first 
and buy afterward is on a much sounder 
basis than one whose people buy first 
and pay if they can. We should preach 
the value of saving even in these days 
when everything but life itself is pur- 
chased on the instalment plan. There 
is no substitute for that feeling of in- 
dependence which inspires the man 
whose bills are all paid and who has 
money in the bank.—H. Douglas Davis, 
Vice-President, Plainfield Trust Com- 
pany, Plainfield, N. J. 
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Investment 
and Finance 


Epitep sy OSCAR LASDON 


Banking Structure Weakness 


LTHOUGH weak institutions have “(a) the quality of the assets, with par- 


been weeded out from the banking 
system in the years that have passed 
since the moratorium of 1933, potential 
weaknesses and hazards still are present, 
according to the annual report of the 
Federal Deposit Insurance Corporation. 

Examinations conducted by the Cor- 
poration in 1939 disclosed that 2,884 
insured banks had net sound capital be- 
low 10 per cent and that inasmuch as 
deposits of these institutions totaled 
$30,000,000,000, approximately $600,- 
000,000 of additional capital was needed 
to achieve this minimum ratio. It was 
also revealed that ten banks had no 
sound capital and that seventy-five other 
institutions had net sound capital of less 
than 5 per cent of the appraised value 
of their assets. It was estimated that 
3,000 additional banks had capital ac- 
counts below the reasonable minimum 
when considered in the light of the 
nature and quality of the assets held 
and other qualifying factors. 

Even though the capital account of a 
bank may attain the minimum standard 
of net sound capital equal to at least 
10 per cent of the appraised value of 
its assets, its capital structure may be 
regarded as inadequate. In determining 
the adequacy of capital accounts, the 
Deposit Corporation takes into consid- 
eration the following important factors: 


ticular reference to the volume of fixed 
assets and assets of substandard quality; 
(b) the management; (c) possible lia- 
bilities arising out of fiduciary opera- 
tions; (d) local economic conditions.” 

In discussing the réle of bank super- 
vision, the Corporation points out that 
“while supervision of banks is properly 
an important Government function, no 
greater mistake could be made than to 
base public policy on an exaggerated 
conception of the power of supervision. 
While supervision should not intensify 
economic instability, it cannot prevent 
it. Supervision cannot provide banks 
with liquidity; it cannot prevent banks 
from seeking liquidity; it cannot insul- 
ate the business system from the effects 
of the effort to secure liquidity. Super- 
vision cannot cause banks to make loans 
and buy securities. Supervision cannot 
prevent ‘error’ in the investment pro- 
cess. The efficacy of our supervisory 
policies must be appraised in the light 
of the ends to which supervision can 
properly be directed—the uninterrupted 
operation of banks, able and willing to 
bear the risks inherent in the provision 
of credit, and managed by responsible 
persons whose appraisal of these risks 
is impartial and deliberate.” All of 
which confirms the time honored view 
that legislation cannot take the place of 
sound business judgment. 
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INSURANCE ASSESSMENTS 


There seems to be some difference of 
opinion on the adequacy of the prevail- 
ing Federal Deposit Insurance rate 
which amounts to one-twelfth of 1 per 
cent of total deposits. In some banking 
quarters it is believed that this levy is 
too high. Guy W. Emerson, vice-presi- 
dent of the Bankers Trust Company, re- 
cently advocated a reduction to one- 
sixteenth of 1 per cent in an address 
before the annual convention of the Cali- 
fornia Bankers Association (see article 
containing a portion of his speech in 
this magazine). Mr. Emerson con- 
tended that this reduced assessment rate 
would suffice to cover all demands 
against the Deposit Insurance Corpora- 
tion on the basis of a fair appraisal of 
experience to date. It was claimed that 
such a reduction would impair neither 
the effectiveness nor the financial con- 
dition of the FDIC. 

The Federal Deposit Insurance Cor- 
poration apparently does not feel the 
same way about the matter and is of 
the opinion that the Corporation has 
little right to lull itself into the belief 
that its limited experience since forma- 
tion represents a thorough test of its 
ability to function properly. The an- 
nual report of the FDIC states that “it 
is essential that the Corporation should 
have an income sufficient to enable it to 
meet its losses averaged over a long 
period of time. In addition, it must 
have, either in its own right or available 
to it from other sources, cash resources 
adequate to permit it to discharge its 
obligations during any period when dis- 
bursements exceed income. 

“The experience of the Corporation 
to date does not constitute a basis for 
estimating either its future disburse- 
ments or its future losses. Like the past 
six years, the years immediately follow- 
ing earlier banking crises were marked 
by relatively few bank failures and rela- 
tively small losses to bank creditors, and 
gave no indication of either the timing 
or magnitude of the losses to be experi- 
enced in the years to follow. The losses 
which ultimately followed were suffi- 
cient to have wiped out a reserve ac- 


cumulated from an assessment of one- 
twelfth of 1 per cent per annum on total 
deposits of the banking system. 

“The present rate of assessment as- 
sumes that improvements in the struc- 
ture and operation of the banking sys- 
tem and in standards of supervision will 
be successful in keeping losses substan- 
tially lower in the future than they have 
been in the past.” 


MONEY MARKET 


Will foreign and domestic develop- 
ments result in an immediate rise in 
interest rates? Is a decline in high- 
grade bond prices to be expected 
shortly? 

Among the forces tending to reduce 
excess reserves and harden money rates 
are: 

1. Our huge rearmament program 
which will involve the flotation of sev- 
eral billion dollars of U. S. Treasury 


short-term issues. It is logical to as- 


sume that, as in the past, our commer- 
cial banks wil! absorb a large propor- 


tion of these obligations. Such pur- 
chase will result in a rise in the amount 
of bank deposits and a concomitant in- 
crease in reserve requirements. 

2. The stimulation of industrial pro- 
duction resulting from war orders will 
undoubtedly entail further borrowing 
by trade and industry so that an in- 
creased demand for commercial loans 
will arise. These accommodations will 
also bring about an increase in deposits 
and reserve requirements. 

3. Further credit control powers are 
almost certain to be voted to the Federal 
Reserve Board, should a trade boom 
show signs of getting out of hand. 

Nevertheless, it should be realized 
that the tremendous inflow of gold. 
which is still continuing in large 
amount, has raised excess reserves of 
member banks to astronomical figures. 
These reserves are apparently more than 
sufficient to take care of any needs that 
may arise. On june 19, such excess 
totalled $6,770,000,000. In other words, 
the huge surpluses of funds available 
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for investment would seem to make im- 
probable any tightening of rates in the 
near future, notwithstanding whatever 
demands may be made for credit. 


—_ 


BOND NOTES 


Should a bank operating only with 
demand deposits buy long-term Govern- 
ment bonds? This query was recently 
posed by Dr. Marcus Nadler, Professor 
of Finance at New York University. In 
an address before the New Jersey State 
Bankers Association dealing with “In- 
vestment Problems Confronting Banks,” 
Professor Nadler stated that there was 
no definite answer to this question. 
“Whether a bank should buy long-term 
bonds, or not,” he declared, “will de- 
pend entirely on the composition of the 
bank’s assets. If a bank has a great 
deal of real estate and mortgages, if a 
bank has long-term loans and has other 
long-term assets, then naturally that 
bank does not need and should not buy 
long-term Government obligations. 

“Where, however, a bank has very 
little long-term assets, it makes no dif- 
ference whether it operates entirely with 
demand deposits or savings deposits—it 
can safely invest a portion of its assets 
in long-term Government obligations. 
Then it is primarily a question of how 
much it shall put in medium-term, and 
how much it shall put in long-term ob- 
ligations. But just because a bank has 
no savings deposits, or just because a 
bank operates only with demand de- 
posits, does not mean that that bank is 
precluded from buying long-term Gov- 
ernment bonds. In fact, if you look over 
the list of Government bonds during the 
last ten or twelve days you will find 
that the longest maturities and those of 
ten-year maturity move in about the 
same direction. You might as well get 
your yield. If you want to know when 
to buy and when to sell, you don’t have 
to be a prophet. From my long experi- 
ence, I have evolved this simple rule: 
when the Federal Reserve Bank begins 
to buy, it is a good time to begin to 
buy; and when the Federal Reserve be- 


gins to sell, it is a good time to begin 
to sell. All you have to do is to watch 
the statements of the Federal Reserve 
banks and you can’t go wrong.” 

‘Professor Nadler impressed upon his 
listeners the necessity of having bond 
portfolios diversified as to maturity. 
With such a diversification, he pointed 
out, income will be received on long- 
term holdings even though money rates 
remain low. On the other hand, should 
interest rates rise, the decline in these 
long-term issues will be balanced by the 
maturity of short-term bonds and notes, 
the proceeds of which may be placed 
either in loans or other obligations af- 
fording higher yields. 

In an address before the annual con- 
vention of the American Institute of 
Banking, Harold J. Marshall, vice-presi- 
dent of the National Spraker Bank of 
Canajoharie, New York, emphasized 
“the extremely important fact that the 
soundness of our bank depends on the 
value of its assets at all times in much 
the same manner that the soundness of 
our collateral loans depend on the exist- 
ing market value of the collateral. To 
put this fact another way: our bank is 
nothing more than a big margin account. 
(Italics ours.) We have definite fixed 
liabilities in the form of deposits, a 
rather small margin known as capital 
and surplus against which we hold as- 
sets—a large part of which can and do 
fluctuate in value. It is this fluctuation 
with which we are concerned when we 
contemplate the purchase of bonds.” 
This analogy of a margin account is as 
tru2 as it is striking. 

Regarding a portfolio formula which 
should offer the necessary degree of pro- 
tection under normal conditions, Mr. 
Marshall commented that “‘the first step 
necessary in setting out a policy for a 
bond account—and by bond account is 
meant high grade bonds—is to deter- 
mine the net sound capital and net 
sound surplus and undivided profits. 
Since each banker should determine to 
prevent any capital impairment, the net 
sound surplus, undivided profits and re- 
serves constitute the real margin for 
bond fluctuations. In figuring this sound 
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position we shall assume that due allow- 
ance has been made for all doubtful 
loans, mortgages, banking house and 
depreciated investments. The problem 
is then resolved into two factors, the 
amount available for investment, or the 
total investments, if already fully in- 
vested, and the sound total of surplus, 
undivided profits and bond reserves. 
Having determined these two known 
factors we can then set up our bond ac- 
count or test our present bond account 
to. determine its vulnerability to a 
change in the prevailing yield on high 
grade bonds. It is my suggestior that 
the investments be staggered as to ma- 
turity so as to fall due periodically in 
approximately equal amount. I can see 
no objection, however, to the segrega- 
tion of a certain portion of the account 
entirely in short-term securities, if you 
feel that to be the desirable course.” 


© 


RECOGNIZE, IMPROVE 
INDIVIDUAL 


Ir we recognize the value of the indi- 
vidual to our organization, if we ex- 
pend some of our time and effort in 
finding ways to improve his personal 
welfare, and if as a result we succeed 
in raising the efficiency, character, and 
intelligence of bank employes above the 
average to be found in other fields, we 
shall have succeeded in elevating the 
business of banking, and banking will 
continue to be regarded as a worthy 
and honored profession.—-J. W. Kossin, 
Personnel Director, Federal Reserve 


Bank of Cleveland, Ohio. 
© 


OnE day the “honeymoon” is going to 
be over in governmental banking. 
Losses will occur along many of the 
thirty different fronts in which they have 
been operating, and when the losses roll 
up into hundreds of millions of dollars, 
the American people will have a chance 
to determine whether or not they want 
to continue to mix politics with banking. 
—Dr. Harold Stonier, Executive Man- 
ager, American Bankers Association. 


Reconstruction 
Finance Corporation 
Loans to the 
Railroads 


By 
HERBERT SPERO 


Department of Economics 
College of the City of New York 


‘THIS book is a study of Recon- 

struction Finance Corporation 
financing of near-bankrupt rail- 
roads in the depression years 1932- 
1937. It deals with the funda- 
mental difficulties of the nation’s 
railroad system and of the weaker 
carriers in particular. It empha- 
sizes the various purposes for 
which the Reconstruction Finance 
Corporation was created and the 
diverse uses to which the corpora- 
tion’s funds were put. 

It provides a detailed analysis 
of the basic financial ills of the 
St. Louis-San Francisco, the Chi- 
cago and Eastern Illinois, the New 
York, New Haven and Hartford, 
the Missouri Pacific, the Chicago, 
Milwaukee, St. Paul and Pacific, 
the Denver and Rio Grande West- 
ern, and the Chicago and North 
Western. The analysis is amply 
supported by statistical data. The 
policy of the Interstate Commerce 
Commission in approving Recon- 
struction Finance Corporation aid 
to these lines is then studied. 

The author’s conclusion is sig- 
nificant for its statement of the 
new relationship of the Govern- 
ment to debtor roads and for its 
criticism of governmental policy. 


[ mankers Publishing Co., ~| 
| 465 Main Street, Cambridge, Mass. | 


| Please send me on approval a copy ot | 

| “RFC Loans to the Railroads” by Herbert 
Spero. At the end of 5 days I will either 
remit $3.50 or return the book. 
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LOOKING BACK 


Selections from the Banking, Financial 
and Economic Thought of the Past 
Which Apply to Today’s Problems. 


Epnitep By KEITH F.. WARREN 


90 YEARS AGO 


The Bankers Magazine . . 


Mutilated Bank Notes 


The notes of a number of banks have 
recently been cut, by an ingenious 
process, so as to make eleven notes out 
of ten. In nine of the notes thus manu- 
factured, there is wanting a section, cut 
from top to bottom of the note, about 
one-third of an inch wide, the parts of 
two different notes being brought to- 
gether, and nicely pasted with thin 
paper on the back. Each of the other 
two notes is made by cutting off the 
right or left engraved end of two sound 
notes, giving the edge a tear, so as to 
give one end a ragged appearance, as 
if it was an accidental injury. 


July, 1850 


Some of the banks, to protect them- 
selves against this fraud, refuse entirely 
to pay mutiliated notes, others regard 
it more equitable to pay “according to 
Gunter,” and pay. such bills less the 
proportion cut out or torn off. Fives 
and tens thus dissected are in circula- 
tion of the Middletown, Harrisburg, 
Lancaster Chambersburg, Gettysburg, 
and Waynesburg, Penna., banks. As this 
manufacture of paper will, unless 
checked, become quite extensive, it 
would be well for all persons to refuse 
to receive such notes; and thus the 
game will be “blocked” on the ingen- 
ious rogues. 


50 YEARS AGO 


The Bankers Magazine . . 


Is the Country Prosperous? 


There are many cities which are now 
rejoicing over the increase revealed by 
the census taker. We cannot share in 
this rejoicing in all cases. The quality, 
not the quantity of a people, makes a 
truly great country. There has been an 
unquestionable deterioration in quality 
for the last hundred years of the immi- 
grants to this country. Thousands of 


July, 1890 


the least desirable from all quarters of 
the world have been coming into the 
country at a fearful rate. If the intelli- 
gence and virtue of the people have 
been sufficient in the past to work a 
considerable improvement in many of 
those who have come from abroad, they 
are now coming too rapidly, and the 
deterioration in the general level is 
painfully manifest everywhere. Con- 
sider the voters who are bought at every 
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election! The man who sells his vote 
regards it solely as a piece of mer- 
chandise. This is not his country and 
he does not care for it. He regards the 
ballot as a means of extracting a few 
dollars from those who care for politics. 
He rejoices for the ballot simply as a 
means of making money. He has no 
patriotic regard for the country. This 
is only one illustration with which we 
are all familiar, of a quality possessed 
by many foreigners who have been com- 
ing into this country of late years. Of 
course, among them are many admirable 


citizens, lawyers, physicians and the 
like, who are a real glory. But this can 
be said of only a small number. 

Any one who thinks for a moment 
must admit that we have been importing 
foreigners from many quarters far too 
rapidly for the welfare of our country. 
We cannot, therefore, look, with much 
pleasure on the sixty-six millions of 
people who are supposed to be in our 
midst. Our country would have been in 
a far more truly prosperous condition 
had the numbers been only half so 


great. 


25 YEARS AGO 


The Bankers Magazine . . 


Political Isolation of the United States 


In the great drama now being enacted 
on the world’s stage, the United States 
has thus far played no part, but has 
been content to remain an interested 
and observant spectator. A great many 
utterances’ in our newspapers and of 
our public men affect a tone of lofty 
superiority, as if we were a nation 
specially ordained to carry out the de- 
crees of the Almighty, too proud our- 
selves to fight, but destined somehow to 
bring peace and good will to a war- 
cursed world. 

No greater mistake could be made 
than to assume that this virtuous air 
endears us to the nations that are en- 
gaged in war. The Sunday school boy 
who has an excess of virtue is never 
popular with the average run of mortals 
who make up his associates; and it is so 
with nations. When we proclaim that 
we are too proud to fight, other nations 
that are fighting regard this as an evi- 
dence of phariseeism. Some of them 
even go so far as to hint that this pride 
has kept us from protecting the lives 
and property of our citizens. 

We shall be blind to facts if we fail 
to realize that the United States is the 
most hated nation in the world today. 
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This ill-will may not arise from any in- 
justice of which we may be guilty to- 
ward other nations, but may have its 
origin in an exactly opposite source. 
If we are practicing the lofty idealism 
we profess, other nations less regardful 
of their neighbors’ territory and rights 
will hate us, not for our sins but for 
our virtues. Here at our door lies 
Mexico, disturbed by years of revolu- 
tion and anarchy; our citizens mur- 
dered, their property destroyed and 
unspeakable outrages committed. We 
have politely protested, but have taken 
no action; much less have we invaded 
and annexed the territory of our neigh- 
bor as we might have done. One hun- 
dred and six of our citizens are ruth- 
lessly murdered on the high seas, and 
we courteously discuss the tragedy with 
those responsible for it, “reposing con- 
fidence in their high sense of humanity.” 

Let us contrast this mild policy of 
the United States with what has been 
done by two other nations. Under the 
plea of military necessity, Germany in- 
vaded Belgium and without scruple de- 
stroyed its sovereignty. Japan, taking 
advantage of China’s weakness and the 
inability of Europe to offer effectual 
protest, seized for itself immense com- 
mercial and territorial rights. 





Finaneial 
Situation 


ITH the entrance of Italy into 
the war on the side of Germany, 
the capture of Paris by the Ger- 

mans, and the termination of the heroic 
French resistance, interest in the Euro- 
pean struggle has shifted to our own 
shores, where it is suddenly realized that 
speedy efforts must be made to put this 
country in a position of national de- 
fense. To that end the financial, in- 
dustrial and other productive resources 
of the country are now being mar- 
shalled. The grave question now is as 
to the ability of Great Britain alone to 
hold Germany in check long enough to 
give the United States the time needed 
for strengthening its defenses against 
whatever dangers may impend. 

So many countries have passed under 
the German yoke in recent months, that 
the ordinary operations of trade and 
banking, in the theatre affected by the 
war, have either been suspended alto- 


Abroad.. 


A Monthly Survey 


gether or greatly reduced. Except for 
the pound sterling, many foreign cur- 
rencies have undergone serious depre- 
ciation, and even the British pound has 
been subjected to marked fluctuations. 

These disturbed conditions must re- 
main until a time, near or remote, when 
peace shall be reéstablished. Even then, 
no one at this time can say with any 
assurance what the new conditions will 
be. That a practically Germanized 
Europe will mean a reversal of previ- 
ously existing trading, financial and 
economic relations generally must be 
expected. The result to the United 
States and to all the countries of the 
Western Hemisphere will be of the 
most serious character. And _ while 
Germany has not as yet completed its 
European conquests, it has come so near 
doing so that it is already time to take 
note of what may happen to the lands 
of the Western Hemisphere should this 
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conquest become complete. Nor can it 
safely be assumed that, with the mastery 
of Europe, German ambition will stop 
there. It may reach to American shores. 
It is clearly against such an eventuality 
that this country is now engaged in 
putting into effect a huge plan for na- 
tional defense. If America—all the 
Americas—is now seriously threatened 
by any foreign power, it is plainly by 
the same power that so recently has sub- 
jugated so many of the countries of 
Europe. 


—_— 


GREAT BRITAIN 


THE emergency powers defense act 
amendment, passed in May, completed 
the establishment of government control 
in the United Kingdom over all persons 
and property, with such control to be 
exercised through the various minis- 
tries, so that the activities of all per- 
sons, the remunerations received there- 
fore, and the utilization of all property 
might be directed by the government to- 
ward winning the war. 

The law makes profound changes in 
the national organization of industry, 
with the setting aside of profit and loss, 
regulations regarding hours and condi- 
tions of labor, and freedom of enter- 
prise and of personal occupation. The 
excess profits tax on controlled indus- 
tries is made 100 per cent. The Min- 
istry of Labor will control employment 
of labor and in codperation with the 
Ministry of Agriculture it will, wherever 
necessary, prevent farm labor from 
being transferred from agriculture to 
industry. 

So far the utilization of women in 
industry has been relatively slight, but 
a great increase in such utilization is 
indicated for the immediate future. The 
Ministry of Labor states that remunera- 
tion of labor will be that for the job, 
whoever does it. 

Seven factories engaged on war work 
are now working 7 days a week, with 
day and night shifts and no holidays, 
and similar intensity of effort is being 
extended to all essential industry. 

With emphasis on war materials and 
essentials, imports into the United King- 
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dom in April (£109,986,000) increased 
considerably in value and slightly in 
volume as compared with the trade for 
the same month of last year. 

The import licensing system has been 
extended to all goods except live quad- 
ruped animals. Since by far the greater 
proportion of imports from the United 
States had previously been subject to 
license, the extension of the import 
control system should not greatly affect 
American trade. 

Purchasing from the United States is 
being placed to a greater degree in the 
hands of the British Purchasing Com- 
mission in New York. Effective June 
17, that Commission is to take over all 
buying in the United States of machine 
tools for British account. 

Exports in April (£48,300,000) in- 
creased in value and volume, but much 
less in comparison with April, 1939, 
than the increase in imports. The value 
for exports, however, was the highest 
since July, 1930. Re-exports in April 
(£4,434,000) were at the highest total 
since the beginning of the war.—Com- 
merce Reports. 


—_— 


THE NETHERLANDS 


FEw events have been more surprising 
to some countries than the swift changes 
brought about. Thus, in its April issue, 
the Quarterly Review of Amsterdamsche 
Bank N. V., Amsterdam, contained this 
statement. 

“One of the most remarkable facts 
which strikes the careful observer of 
general conditions in the Netherlands, 
is the acceptance of world shaking 
events with the most imperturbable 
phlegm.” 

And yet, within a few weeks, Holland 
was invaded, and the admirable imper- 
turbability of the Dutch seriously dis- 
turbed. 


_— 


FINLAND 


THIs country, recently devastated by 
war made the June payment of its debt 
to the United States promptly and in 
full. (It must be said that the Con- 
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gress of the United States has shown 
its willingness to postpone such pay- 
ments—or possibly to renounce them 
altogether. ) 


Writing in the Finnish Trade Review, 
Professor Rolf Witting estimates the 
total loss to the country’s income result- 
ing from the recent war with Russia at 
30,000,000,000 marks, compared with a 
total Finnish income of about 24,000,- 
000,000 marks in the peak year of 1937. 
After stating that the country has lost 
10 per cent of its arable area, the same 
proportion of the industrial plant and 
17 per cent of the railways, and in 
addition must face many other serious 
conditions, including the necessity for 
the resettlement of nearly half a million 
people, Professor Witting says: 

Yet the nation does not despair. There 
is still land in abundance waiting to be 
broken in for cultivation by the dispossessed 
farmers, raw material and power resources 
in reserve for that intensification of indus- 
trial enterprise which will make good the 
present losses, other resources, the exploita- 
tion of which was only beginning, a case in 
point being Finland’s metal and mineral 
resources, and most important of all, there 
is still left the courage, the initiative and 
the stubborn determination which has time 
after time in the history of Finland brought 
new prosperity to a land laid waste. This 
neither the war nor the peace has changed. 


Finland is grateful for the valuable sup- 
port she received from abroad during her 
struggle against the invader. May we hope 
that further support will not be denied her 
in the no less strenuous struggle which re- 
construction will now denote for her. 


Knowing Finland from personal con- 
tact with the country and its people, the 
Editor of THE BANKERS MAGAZINE may 
be pardoned for asking, “What country 
in the world is more deserving of such 


help?” 


_— 


ITALY 


BEFORE the entrance of Italy into the 
European war. the budget estimate for 
the fiscal year 1940-41 indicated a 
deficit of 6,448,400,000 lire, against 
5,233,100,000 lire for the current fiscal 
year—an estimate that will probably 
have to be revised upward as the result 
of military operations. 


JAPAN 


How the “China Affair” is being 
financed by Japan is thus related in The 
Oriental Economist of Tokyo: 

By far the greater portion of the huge 
sums spent by the government since the 
outbreak of the China affair has been 
financed by national bonds. National bond 
issues during 1939 alone reached 4,318 mil- 
lion yen. Newly issued bonds are first taken 
up by the Bank of Japan, which in turn 
sells them gradually to various institutional 
or individual investors. The floatation by 
this method of large amounts of bonds 
logically gives rise to an expansion of cur- 
rency. At the end of 1939, the volume of 
note issues aggregated 3,817 million yen, 
which represented an increase of 960 mil- 
lion yen over the 2,855 million for the year 
before; and it is now feared by many 
economists that this unusual increase may 
be liable to develop into ruinous inflation. 
The principal cause of this anxiety is found 
in the huge national bond issues. On the 
other hand, it is true that national savings 
have made great gains demonstrating that 
the Japanese nafion possesses a strong and 
broad economic foundation. 


ARGENTINA 


CUMULATIVE exports in the first four 
months of 1940 were 665,000,000 pesos 
as compared with 512,000,000 for the 
same period of 1939. Unconfirmed 
estimates place imports for the first four 
months of the current year at 583,000,- 
000 pesos, leaving an export balance of 
approximately 82,000,000 pesos. (Based 
on report from the office of the Ameri- 
can Commercial Attaché, Buenos Aires, 
Argentina, May 17.) 


—_ 


AUSTRALIA 


As reported in The Economist (Lon- 
den), Australia’s budget for 1940-41 
estimates war expenditure at £79 mil- 
lions, or £110 millions including expen- 
diture overseas, compared with £46 mil- 
lions in 1939-40. New taxation to be 
imposed includes a profits tax on com- 
panies, starting at 4 per cent on the first 
1 per cent profit in excess of 8 per cent 
on capital employed, and increasing by 
4 per cent for each excess profit of 1 
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Banco Central de Bolivia 


Organized by law of July 20th, 1928 


The Only Note-issuing Bank in Bolivia 


Authorized Capital 
Paid-up Capital 
Reserve Fund 


Special Reserve Fund for other liabilities... .Bs. 


- 100.000.000.- 

50.000.000.- 

13.871.912.53 
1.600.000.- 


Head Office: La Paz 


Cable Address: Naviana 


Branches: Cochabamba, Oruro, 


Potosi, 


Riberalta, Santa Cruz, Sucre, 


Tarija, Trinidad, Tupiza, Puerto Suarez and Cobija. 


per cent until a maximum rate of tax 
of 60 per cent is reached; an undis- 
tributed profits tax of ls. in the £ on 
75 per cent of undistributed taxable 
income; and increases in income tax, 
the sales tax, the land tax, estate duty, 
and customs and excise. Altogether 
these charges will bring in £20 millions 
in 1940-41, leaving £50 millions of the 
required additional revenue to be bor- 
rowed. 


RUMANIA 


By a decree of May 19 the National 
Bank has valued its gold holdings at 
50 per cent above the previous value. 
As the bank’s gold cover for some time 
has been close to the legal minimum of 
35 per cent of note circulation and other 
slight obligations, the revaluation makes 
possible a considerable further increase 
in the circulation, considered necessary 
on account of military preparations and 
added cost of imports. 
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I BELIEVE that a free banking system 
composed of independent units is as es- 
sential as a free press, and that if the 
day ever comes when the American 
banking system is entirely controlled by 
the Federal Government (no matter 
which party is in power) we shall no 
longer enjoy freedom as you and I have 
known it in the past. When the grant- 
ing and refusal of credit can be directed 
by politicians it will be a sorry day for 
American business.—H. Douglas Davis, 
Vice-President, Plainfield Trust Com- 
pany, Plainfield, N. J. 


© 


THE art of public relations is the art 
of multiplying good impressions end- 
lessly. It is not an umbrella covering 
everything and touching nothing, but 
instead it is a continuous attitude of 
mind which always places the interest 
of the public forward.—Dale Brown, 
Assistant Cashier, The National City 
Bank, Cleveland, Ohio. 
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Current Conditions in Canada 


EPORTING in its Monthly Com- 
mercial Letter for June, the Canad- 

ian Bank of Commerce states: 
“The national economy which, though 
affected more and more by war influ- 
ences and therefore developing more 
divergent trends in various units, has, 
on the whole, a strongly progressive 
character. Thus, while the spread of 
hostilities in Europe depressed the sales 
of certain civilian goods and closed 
some markets for Canadian exportable 
products, it has directed to Canada a 
considerable volume of orders from 
other countries whose access to Euro- 
pean sources of materials, notably pulp, 
paper and lumber, have been cut off. As 
another example of divergent trends, we 
might mention the decline in prices of 
a number of agricultural products, the 
marketing difficulties of many farmers 
and the adverse effects of a backward 


spring season, in contrast with the ex- 
cellent condition of orchards and over- 
winter crops and the improvement in 
the outlook for the western grain belt. 
The qualifications governing other sec- 
tions of business, however, do not apply 
to construction, which has recently given 
considerable impetus to general busi- 
ness, for the new contracts awarded in 
the three months ending May, amount- 
ing to over $65,000,000, were two-thirds 
greater in value than those of the like 
term of 1939. 

“Our index of industrial activity in 
terms of 1937 rose from 108 at mid- 
April to 112 in mid-May, or fractionally 
higher than the previous record peak 
of last December, and 27 per cent higher 
than in May, 1939. Factory capacity 
utilized in May was 89 per cent, as com- 
pared with 85 per cent in April and 72 
per cent in May, 1939. 
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“Meats and flour were mainly respon- 
sible for a rise in the output of food- 
stuffs. There was no significant change 
in the clothing group as a whole, which 
continued to operate overtime, but a 
gain in a few units was offset by a 
decline in leather boots and shoes. Pulp, 
newsprint and paper bags accounted for 
the rise in the pulp and paper group, 
and the products of saw and planing 
mills, and to a less extent furniture fac- 
tories, for that in the wood group. There 
was a marked rise in the automotive 
trades, but little significant change in 
the iron and steel group, the heavy sec- 
tion of which continued to operate at a 
rate twice that of a year ago. Moderate 
increases are shown in most of the re- 
maining major groups.” 

Regarding _ prospects 
trade, the Letter reports: 

“The outlook for our foreign trade 
during the next few months is made 
obscure at the time of writing by the 
possible spread of the war. The in- 
clusion of the Mediterranean area in the 
conflict would shut off practically the 
whole of Europe apart from the United 
Kingdom and France. In addition, im- 
port controls have been tightened almost 
generally. On the other hand, the in- 
creasing reliance of the Allies on other 
than European sources of supply is 
likely to raise their imports from 
Canada, and as most of the merchant 
shipping of Norway, Belgium and the 
Netherlands has now been added to that 
already available to the Allies, the short- 
age of cargo space is likely to be con- 
siderably eased and shipments speeded 
up. Moreover, our export trade with 
countries other than the United King- 
dom and Continental Europe may be 
expected to show some moderate expan- 
sion, especially in the direction of the 
United States and South America, not- 
ably the former. Our imports, espe- 
cially those from the United States, also 
seem likely to increase. With an active 
summer in prospect industrially, larger 
imports of capital goods and of raw 
materials seem inevitable. The largest 
item in our imports of American goods 
is iron and steel and manufactures 
thereof, chiefly automobiles, machinery 


for foreign 
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and implements. The next largest item 
is textiles, chiefly cotton and_ silk, 
followed by non-metallic minerals, 
largely coal and petroleum. Every 
effort is, however, being made _ to 
conserve and augment the United States 
exchange necessary to pay for these im- 
ports: all imports of foreign goods 
originating in countries other than the 
United States but entering Canada from 
that country (rubber and silk, for in- 
stance) are paid for in the currency of 
the country of origin, and all exports 
of Canadian goods to countries outside 
the sterling area are payable only in 
United States funds. In addition to the 
visible items, an active tourist season 
in in prospect which, it is hoped, will 
result in an increased flow of American 
exchange in this direction, and net capi- 
tal imports from the United States 
amounted to $8.2 million during the 
first four months of the war and $12 
million during the first quarter of this 
year. “It may be taken for granted, 
also, that, in the absence of detailed 
information, the bulk of the net exports 
of gold are for credit of the United 
States. These total $138.2 million since 
September last, an increase of $23.6 
million over the comparable period a 
year previous, and as the output of gold 
has increased by about 3 per cent and 
the value per ounce by 10 per cent, 
gold exports may be expected to be well 
maintained. These developments and 
the prospect of larger merchandise ex- 
ports to the United States may reason- 
ably be regarded as offsetting any 
doubts as to Canada’s ability to finance 
imports of American products in the 
near future. 


Monthly Letter 
The Royal Bank of Canada 


The monthly letter of the Royal Bank 
of Canada for June reports: 


“A further increase in industrial 
operations should soon be in evidence 
with concurrent reduction in our labor 
reserves now that serious fighting has 
begun, with its terrific waste of mate- 
rial goods and immense demands for 
munitions and other supplies. Increased 


1940 





employment will result in larger retail 
sales with greater expenditures on the 
necessities of life and the lesser luxur- 
ies. The earnings of industry and trade, 
and their employes, will expand and 
from such increased earnings must come 
the new savings necessary to meet the 
requirments of our war effort. The 
people of Canada must, as the Governor 
of the Bank of Canada said recently, 
‘think twice before they make purchases 
which are not essential. Increased in- 
comes must not, in general, be spent 
for private purposes if we are to avoid 
serious trouble. They must be returned 
to the State, in the form of taxation or 
subscriptions to war loans. And I should 
not limit that necessity to the amount 
represented by increased incomes. In 
the case of many individuals, a larger 
percentage of pre-war income has to be 
contributed or lent.’ 

“Criticism of the remarks of the Gov- 
ernor of the Bank of Canada has been 
quite widespread, the underlying thought 
in many instances being that as long 
as unemployment remained, private 
spending should be maintained at a 
high level. 

“That it is the policy of our authori- 
ties to extend the opportunity to lend 
their savings to the Government to all 
classes of the population is evident from 
the recent announcement by the Minis- 
ter of Finance that plans have been de- 
veloped to issue War Savings Certifi- 
cates and Stamps in small denomina- 
tions. Thus the national war savings 
effort has been extended to include the 
lower as well as the higher income 
groups. The real purpose of such sav- 
ings is to reduce the demand for con- 
sumers’ goods, and thereby keep prices 
from rising. It, therefore, will be of 
no service to his country for the deposi- 
tor of a bank to use his balance to buy 
Savings Certificates or Government 
Bonds if he does not accelerate and in- 
crease his savings. The plan will only 
be of real value to the extent that it 
stimulates fresh savings.” 


The Financial Post 


Despite faster tempo of the war and 
United States action in requiring pass- 


ports of Canadians entering the United 
States, American visitors still retain 
their pre-war freedom to enter, travel 
in and leave Canada without restriction. 
Canada has taken no matching action to 
compel United States travelers into 
Canada to carry passports, and naturally 
Americans need no passports to return 
to their own country after a trip 
through the Dominion, reports The 
Financial Post, Toronto. 


Bank of Montreal 


The Bank of Montreal Business Sum- 
mary for June 28 reports: 

“Canada’s second war budget was 
presented to Parliament by the Minister 
of Finance on June 24 and, as was ex- 
pected, included a program of very 
heavy taxation. In addition to peace- 
time appropriations for the year esti- 
mated at $448,000,000, and $700,- 
000,000 already authorized for war 
purposes, a total of $1,148,000,000, the 
government is committed to something 
between $150,000,000 and $200,000,000 
more on war enterprises for the current 
fiscal year. Against all this the revenue 
on the pre-budget taxation basis was 
estimated at approximately $650,000.- 
000. Without the new war commit- 
ments mentioned, the Finance Minister 
had a prospective deficit of at least 
$498,000,000 and with these possibly 
$700,000,000. The taxation program 
provides for an additional income of 
$110,500,000 this year and $280,- 
100,000 in a full year. 

“After allowing for funds required to 
finance British purchases through the 
Government’s repatriation program, and 
for utilization of cash in hand and an- 
ticipated receipts from sales of War 
Savings Certificates, the government 
will require to borrow approximately 
$550,000.000 to $600,000,000 by the 
issue of long-term bonds. . . .” 

The Summary reports greatest activ- 
ity “is visible in the ‘heavy’ iron and 
steel industries, in the shipbuilding 
yards, the equipment plants, and the 
tool-making and engineering shops. 
Canada is also being called upon to 
furnish an increasing stream of raw 
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materials for Britain; for example, it is 
hoped that two-thirds of the British 
requirements of mercury will soon be 
supplied from a new mine which has 
been developed in central British Col- 
umbia. Manufacturers of building ma- 
terials, plumbing supplies, glass, etc., 
are also benefiting from the large 
volume of new construction chiefly on 
government account which is being 
undertaken; the value of new contracts 
placed in May was $28,093,800, which 
was an increase of 53 per cent over the 
figure recorded for May, 1939, $18,- 
360,200. 

“The mining industry continues active 
and there has been a notable increase 
in the volume and value of exports of 
newsprint and wood pulp, which to- 
gether in May had a value of over 
$6,000,000 in excess of that for May, 
1939, the increase in the value of wood 


pulp exports being $2,703,000 and in 
the value of newsprint $3,383,000. The 
high scale of activity in cotton plants is 
indicated by the figure of raw cotton 
consumption for May which amounted 
to 17,690,000 Ibs., as compared with 
9,300,000 lbs. in May, 1939. The ex- 
port demand for bacon keeps the pack- 
ing plants busy; the slaughterings . of 
hogs and cattle in May were respec- 
tively 446,452 and 167,540 as compared 
with 280,809 and 174,986 in May, 1939. 
There have been continued increases in 
railway earnings, both in gross receipts 
and in net income. The increased in- 
dustrial activity is reflected in the May 
report of the Hydro-Electric Power 
Commission of Ontario, which shows 
that the combined total of its primary 
and secondary loads for the month was 
1,971,107 h.p. as compared with 1,- 
829,977 h.p. in May, 1939... .” 


Investments and War 


By Freperick J. CRAWFORD 
President, The Toronto Stock Exchange, Toronto, Canada 


(Reprinted from The Toronto Stock Exchange Monthly Bulletin) 


AST September Canada changed 
from an economy of peace to one 
of war. The change involved, 

amongst other things, control of the 
movements of capital, protection of the 
dollar rate in external markets, provi- 
sions for the internal finance of our war 
effort and the lessening of the confusion 
arising from the loss of trade with Euro- 
pean nations. 

The necessity for the changeover was 
not unexpected nor were the prepara- 
tions of an exigent nature. In fact, con- 
sidering the magnitude of the task, the 
change was made with a surprising 
smoothness evidencing the thoughts ex- 
pended in advance on the subject by 
the financial authorities. 

To trade in general the quickly im- 
posed restrictions proved irksome, but 
did not chafe unduly since they affected 
only foreign commitments and even then 
were imposed only with the minimum of 
disruption. 

But to the Canadian financial mar- 
kets the restrictions forced an almost 
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complete reorientation of trading poli- 


cies. Up to that time, for purposes of 
domestic development, our security 
markets had striven hard to become in- 
ternational in scope. Equities represent- 
ing industrial and mining development, 
particularly the latter, had been sold 
widely abroad and their widespread dis- 
tribution had been followed by listing 
on U. S. stock exchanges. Actually, so 
many Canadian senior issues possessed 
these interlisted privileges that Ameri- 
can trends were transmitted, and domi- 
nated the Canadian boards instantly. 
Into this situation the results of the 
imposition of any restrictive measures 
were realized fully. It was known that 
they would leave to the Canadian mar- 
kets the psychological reaction to Amer- 
ican trends and at the same time remove 
the compensating factor of the free in- 
terflow of capital. Yet finance in gen- 
eral, recognizing that it was impossible 
to enter upon a war economy without 
a network of regulations and restric- 
tions, has accepted them willingly. 
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Accordingly, since last September 
Canadian markets have learned to turn 
inwardly for support while still being 
outwardly susceptible to foreign trends. 
In some measure, however, the restric- 
tions were later ameliorated by allow- 
ing American investors the right to 
withdraw new capital imported since 
the restrictions were first promulgated. 

Against this has been the partially 
offsetting influence of the rule permit- 
ting repatriation of British held Ca- 
nadian securities. It is understood, how- 
ever, that so far these amounts, under 
the carfully regulated plan, have been 
comparatively few and being mostly 
bonds have had little effect on the stock 
markets. 


As a result of the restrictions, Ca- 
nadian investment funds are now en- 
gaged for possibly the first time in what 
might be considered a purely domestic 
capital market. Their place in the new 
scheme of things is obvious—on the eff- 
ciency of their employment depends our 
war effort. 

For the latter vast sums of money 
must be raised by taxation and by pub- 
lic offerings, the expenditure of which 
will give a tremendous impetus to most 
industries. Out of it, business will in- 
crease, earnings rise and unemployment 
diminish. And from this huge govern- 
mental expenditure, high industrial ac- 
tivity and increased taxation, will arise 
economic and investment problems that 
will test us politically, industrially and 
financially. 


Already it has been intimated that 
the war will be prosecuted as far as pos- 
sible on a pay-as-you-go policy, the im- 
plication being taxation to a high de- 
gree. It is the accuracy used in the cal- 
culation of the correct heights of eco- 
nomic taxation that will decide future 
investment policies. 


On the basis that a large part of the 
war cost must be met by taxation it is 
of the utmost importance that the in- 
comes which are to provide the taxes 
must not be reduced too drastically. 

For on the one hand, the war ex- 
penditure will inevitably bring higher 
costs and higher living, while on the 


other, higher taxation will prevent capi- 
tal expansion, hinder accumulation and 
restrict both enterprise and investment. 

Cognizance of these two factors must 
be taken into account in the mobiliza- 
tion of the capital and labor resources 
of the country for use in the most effi- 
cient prosecution of the war. Minimiz- 
ing the inevitable rise in prices and 
costs and at the same time taxing heav- 
ily and still allowing a profit which 
would provide investors with income 
tax, is a problem that calls for high 
technical skill if the productive capacity 
of the country is not to be injured. And 
the problem is not made easier by the 
fact that the Canadian investing public 
was never more prepared to accept tax 
burdens—so long as those tax burdens 
spell victory. 

© 


TRUST PERSONNEL EDUCATION 


CouLD not management obtain even 
more intelligent codperation and skilled 
service by giving the employes a sense 
of the responsibility they themselves 
share for the efficient and profitable 
management of the trust department? 
In other words, if trust employes can 
become better acquainted with some of 
the problems with which their superiors 
are confronted, is it not reasonable to 
suppose they can often assist in meet- 
ing those problems and show more in- 
terest in guarding against a repetition 
of cumbersome and costly operating 
methods and the like?—Robert E. Mac- 
Dougall, Assistant Trust Officer, Provi- 
dent Trust Company, Philadelphia, Pa. 


® 


OF one thing we are certain about bank- 
ing, whether it is done by the Govern- 
ment or private individuals: There is 
always an element of risk which must 
be attendant upon any dynamic banking 
institution. If a banking institution 
never risks, it never loses. If it never 
risks, it is not worthy of the name 
“bank.” When a chartered banking in- 
stitution suffers a loss, it does not ask 
the taxpayers to pay that loss.—Harold 
Stonier. 
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CAPITAL EXPANSION, EMPLOYMENT, AND 
Economic Stasitity. By Harold G. 
Moulton, George W. Edwards, James 
D. Magee, Cleona Lewis. Washing- 
ton, D. C.; The Brookings Institution. 
1940. Pp. XV-413. $3.50. 


A COMPREHENSIVE analysis of the phe- 
nomenon of idle money, idle factories, 
and idle men, with particular reference 
to the influence of Government policies, 
this study as a whole is intended to 
clarify the issues involved in a problem 
of fundamental importance to America, 
and to offer suggestions for removal of 
the impediments to the flow of funds 
into investment channels and to stimu- 
late capital expansion. 

It backs up the contention of leading 
business men that America has, by no 
means, reached a stage of “economic 
maturity,” and disproves the charge that 
banks have been unduly restrictive in 
their credit policies. Among the diffi- 
culties faced by business, it cites: taxa- 
tion policies driving investors to high 
grade tax exempt securities; undermin- 
ing of confidence in public credit by 
huge deficit spending; narrowing of 
private investment channels by develop- 
ment of a maze of Government lending 
agencies; fear of an ultimate breakdown 
of public credit, accompanied by price 
and wage inflation, adding to uneasi- 
ness over the future of private invest- 
ment; etc. 

Many other important phases of to- 
day’s economic and social problems, all 
of real interest to banker-readers, are 
discussed, chapters being devoted to: 
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Brief Reviews 


Investment outlets and sources of funds 
prior to 1930; the long-term capital 
market, 1930-39; the short-term money 
market, 1930-39; capital markets and 
interest rates; the plight of investors; 
the financial status of corporations; 
capital problems of corporations of 
varying sizes; capital problems of med- 
ium and small-sized companies; invest- 
ment banking and the economic system; 
regulation of the investment banking 
system; other forms of capital market 
regulation; taxation and capital invest- 
ment; the significance of public credit 
operations; summary and conclusions; 
etc. 


PRINCIPLES OF INVESTMENT. By George 
Herbert Evans, Jr., and George E. 
Barnett. Boston: Houghton, Mifflin 
& Co. 1940. Pp. 225. $2.25. 


Tuts volume presents a clear, element- 
ary exposition of certain basic prin- 
ciples of investment. The authors have 
grasped two of the most important 
points missed by so many writers on 
this subject: the fact that a knowledge 
of the needs which must be met is the 
primary and essential step to be taken; 
and that the “goodness” of an invest- 
ment can only be measured in terms of 
the ascertained need. 

The opening chapter defines “invest- 
ment” and “speculation,” and discusses 
the difference between them. It is fol- 
lowed by an analysis of what is meant 
by the “pure rate of interest,” and by 
a treatment of “uncertainty” which 
covers what is more commonly called 
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“risk.” The discussion of “liquidity” is 
especially interesting, for here various 
forms of liquidity, especially that which 
is called “reversibility” and analyzed. A 
topic of growing importance is “taxa- 
bility” of investments as a factor in 
their selection, and several phases of 
this matter are brought out which do 
not ordinarily receive the attention 
merited. 


These chapters lead to a final group 
of three dealing with the evaluation of 
investments and its relation to security 
analysis. Problem material for in- 
struction purposes completes the book. 


CorPoRATE FrnanciaL Pouicy. By 
Harry G. Guthmann and Herbert E. 
Dougall. New York: Prentice-Hall, 
Inc. 1940. Pp. XXXII-795. $5.35. 


BaseD upon their experience in teaching 
classes of college students and business- 
men in corporation finance, the authors 
have aimed this volume at the solution 
of problems of financial policy. Con- 
siderable material on current practice 
is correlated at each point with under- 
lying principles, and essential legal, 
accounting and economic information is 
introduced as the need arises in the dis- 
cussion of various phases of financial 
policy. 

Chapters are devoted to: The field of 
corporation finance; legal forms of busi- 
ness organization—the sole proprietor- 
ship, the general partnership, the cor- 
poration, the business trust, the joint- 
stock company, and modifications of the 
partnership; the formation and control 
of the corporation, corporation stock, 
corporation bonds; factors determining 
the form of capital structure; promo- 
tion; financing of established indus- 
trials; public utility finance; railroad 
finance; investment banking; the organ- 
ized security exchanges; sale of securi- 
ties by privileged subscriptions; direct 
sale of securities to employes and cus- 
tomers; short-term financing; deter- 
mination of net income and surplus; 
reserves and dividend policy; expansion 
and combination; mergers and consoli- 
dations; holding companies; refinancing 
and recapitalization; treatments for 


Always a sound 
investment LEARNING 
ANOTHER LANGUAGE 


The Berlitz, Method, starting with con- 
versation from your first lesson, gives 
you a working knowledge of your new 
language in the shortest possible time. 
You learn to speak, read and write like 
a native. 


Commercial courses for advanced stu- 
dents. Private or class instruction. Day 
or evening. Native teachers. Send for 
catalog. 


Free Demonstration Lesson 


BERLIT SCHOOL OF 


LANGUAGES 

630 Fifth Ave. 

International Bldg., Rockefeller Center 
66 Court Street 
..Baltimore Life Building 
...30 North Michigan Avenue 
Leader Building 

David Whitney Building 
226 S. 15th Street 

Grant Building 

1115 Connecticut Avenue 


PHILADELPHIA 
PiTTsBURGH 
WASHINGTON 


financial failure—compromises and re- 
ceivership; reorganization of corpora- 
tions; corporate dissolution and liqui- 
dation; social aspects of corporation 
finance. 

Dr. Guthmann is professor, and Dr. 
Dougall is associate professor, of finance 
at Northwestern University School of 
Commerce. 


WarrEN’s PERSONAL LOAN CALCULATOR. 
By Donald B. Warren. St. Louis, 
Mo.: The Delbridge Publishing Co. 
1940. Pp. XVIII-192. $3.50. 


Usine the equitable method of discount 
computation originated by the Federal 
Housing Administration in connection 
with property improvement loans, this 
handy calculator is intended to bring 
uniformity to the personal loan field 
and, by substituting correct for incorrect 
calculation, to more nearly equalize the 
overhead burden now being too much 
borne by the longer period loans. 

As explained in the foreword: “Cor- 
rectly calculated charges for periods of 
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one year or more are equal to or lower 
than those obtained by the common in- 
correct method and are therefore easily 
sold by comparison with the other and 
higher charges. Charges for periods 
less than a year are slightly higher 
under the correct method of calculating, 
which is as it should be because of the 
extra cost of handling the larger number 
of loans made.” 

Convenient monthly tables running 
from 18 to 36 months are given for cal- 
culation on a discount (amount of note 
specified) or gross charge (net proceeds 
specified) basis, at 3, 4, 5, 6, 7, and 8 
per cent. 


THE OVER-THE-COUNTER SECURITIES 
Market. By John C. Loeser. New 
York: National Quotation Bureau, 
Inc. 1940. Pp. 192. $2. 


Tuts book tells of the counter market 
for securities, which includes more than 
6,700 securities houses and dealer 
banks, with some 2,300 _ branches 
throughout the country. It describes the 
scope of the counter market’s operations 
both in the trading of outstanding 
securities, listed as well as those not 
listed, and in the primary distribution 
of corporation and municipal securities. 
It explains the process of secondary dis- 
tribution by actual example, and de- 
scribes the function of the dealer, the 
typical organization of a broker-dealer 
house, the trading method of the market 
and processes of clearing transactions 
that take place in it. 


A Forum on Finance. Edited by 
George B. Roberts. New York: Col- 
umbia University Press. 1940. Pp. 
233. $2.50. 


Tuts book is composed of lectures de- 
livered to the Banking Seminar of the 
School of Business of Columbia Univer- 
sity during the academic year 1938-39. 

Included are chapter-lectures on: 
Deficit financing in Germany; a dis- 
cussion of foreign exchange and related 
problems; fistal aspects of old age re- 
serves; the one hundred per cent re- 
serve system; the functions of the 


Bureau of the Budget; the Federal Re- 
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serve System today; fixed parities and 
fluctuating exchanges as objectives of 
monetary policy; industrial loans and 
Federal Reserve banks; deposit insur- 
ance and bank supervision; methods in 
the preparation of the balance of inter- 
national payments of the United States; 
the New York money market; the opera- 
tion of the Federal Home Loan Bank 
System and its related agencies; stor- 
age and stability—a plan for monetiz- 
ing the commodity surplus; the prob- 
able future of gold; the work of the 
Import-Export Bank. 


ConsuMER CrepDiT. Edited by Robert 
W. Kelso. Ann Arbor, Michigan: 
University of Michigan. 1940. Pp. 
137. $1. 


THIS monograph contains the proceed- 
ings of a conference held under the 
auspices of the Institute of Public and 
Social Administration and the School of 
Business Administration of the Univer- 
sity of Michigan in January of this 
year. 

Topics of the discussions include: The 
relation of consumer credit to family 
status; scope and limitations of the field 
of consumer credit; relationship of our 
educational institutions to the field of 
consumer credit; competition in the 
field of consumer credit—type and effect 
on the consumer; regulation of con- 
sumer credit; and economic and social 
consequence of consumer credit. 


WuitHerR INTEREST Rates? By Har- 
land H. Allen. New York: Harper & 
Brothers. 1940. Pp. XII-196. $2. 


OBJECTIVELY analyzing the whole sub- 
ject of declining interest rates, the 
author shows how, in the short span of 
twenty years, the money market has 
changed from a sellers’ to a borrowers’ 
market. When and how this trend be- 
gan, what its importance is in the con- 
sideration of present economic ills, 
what the prospects are for its continu- 
ance or its reversal, and how borrowers 
and investors can use this information 
to advantage are treated in detail. 
Chapters are devoted to: The basic 
factors—demand for capital vs. supply 
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of savings; radical changes in domestic 
demand for capital; corporation needs 
for outside capital diminished by re- 
serves; inhibitions to revival of capital 
demand; the supply side of the capital 
market; bank credit capacity untested 
by government demand; relative accu- 
mulation of investment capital vital to 
interest trend; theory that interest regu- 
lates saving due for serious revision; 
summary of demand-supply forces in 
interest trend; continuance of low in- 
terest pressures will reshape institutions, 
problems and opportunities on widening 
horizons; etc. 


FINANCIAL SeEcurRITY IN A CHANGED 
Worip. By Merryle Stanley Ruk- 
eyser. New York: Greenberg—Pub- 
lisher. 1940. Pp. 272. $2.50. 


With the arrival of Hitler's long- 
awaited blitzkrieg, and its resultant 
effects on the stock market and business 
outlook, this book is of unusual timeli- 
ness. It is intended as a guide for the 
average man, living in a war-torn gen- 
eration, in the handling of his money 
problems—in his investments, family 
budgeting, and his business. The last 
part of the book deals specifically with 
the economic problems which will con- 
front the individual American if the 
United States enters the war. 

Mr. Rukeyser, who, in his daily syn- 
dicated column on economic problems, 
talks to Americans from coast to coast, 
is known widely as a college instructor, 
lecturer before large business groups, 
and for his outstanding writings on 
economic subjects. 

( 


A FEDERATION FOR WESTERN Europe. 
By W. Ivor Jennings. New York: 
The Macmillan Company. 1940. Pp. 
208. $2.50. 


WriTTEN before the outbreak of open 
warfare in Europe, this book sets forth 
a constitution for a federation of thir- 
teen countries in Europe—a plan which 
experts in England have long been 
working upon and which, it was hoped, 
would establish permanent peace. 
Clarence Streit in “Union Now” 
showed the compelling reasons why such 


a union should be achieved. Dr. Jen- 
nings, of the University of London, and 
a constitutional lawyer, makes pro- 
posals which differ in detail from those 
made in “Union Now” but which are 
founded on the same basic principles. 
He says: 


“The proposals of this book are re- 
stricted to a federation of Western 
Europe. . . . It is hoped, however, that 
the extension of democracy and the 
economic and cultural development of 
Europe would permit its gradual exten- 
sion so as to include the whole of 
Europe and, perhaps, the whole of the 
world. In the meantime, the federation 
would not only establish permanent 
peace in Western Europe; it would also 
compel permanent peace elsewhere in 
Europe.” 
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BOOKLETS 


AwnatyzeE Your Savines Accounts. New 
York: Savings Division, American Bank- 
ers Association. 1940. Pp. 11. 

Tuis is a summarized review of a uniform 

system of account analysis for savings 

banks and banks with savings departments, 
developed by the Savings Bank Division of 
the ABA. A few of the avenues of ap- 
proach to savings problems discussed in 
this booklet are: Age of savings accounts; 
savings accounts by size; savings accounts 
by ages of depositors; withdrawal activity; 
deposit activity; and account mortality rate. 


Bank EARNINGS FROM SERVICE CHARGES. 
Sedalia, Missouri. Missouri Bankers As- 
sociation. 1940. Pp. 14. 


Prepared by the Committee on Service 
Charges of the Missouri Bankers Associa- 
tion, this booklet contains a tabulation of 
information on service charge earnings 
from a questionnaire mailed to all members 
of that association. The data have been 
arranged in eleven groups, according to 
deposit totals of the banks, each group 
table showing: Number of banks reporting; 
average amount of earnings per bank from 
all service charges; average earnings per 
$100 of gross deposits from all service 
charges; average amount of earnings per 
bank from service charges on checking ac- 
counts only; average earnings per $100 of 
checking account deposits from service 
charges on checking accounts only; and 
number of banks in the group that show 
no income from analysis or service charges 
on checking accounts. 
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Future of the Dual Banking 
System 


By Wituiam R. WHITE 


New York State Superintendent of Banks 


HE continuance of the dual system 

depends in a large measure upon 

adequate and effective supervision 
of state banks. However, the future of 
banking does not rest entirely in the 
hands of bank supervisors. In the final 
analysis the public will determine 
whether our present system is to be 
continued. 

In deciding that question, the average 
citizen will be influenced by his own 
contacts with banking. His relations 
with banks may be few or many, but in 
either case he will form his judgment 
largely on the basis of personal expe- 
rience. If he finds the local banker 
understands his problem and is helpful 
in finding a solution; if he becomes 
convinced that in his business the 
banker has more than a monetary in- 
terest, his verdict will favor the local 
bank and the governmental system 
under which it operates. If, on the 
other hand, the customer feels that his 
needs are matters of indifference to the 
bank’s management; that there is no 
advantage to him and his community in 
having access to a local bank operating 
on private capital; he is apt to give his 
support to any proposal for change, 
especially one which seeks to place 
banking under more stringent regula- 
tion. This attitude of mind becomes a 
fertile field for cultivation by those who 
would place all banking under the 
authority of a single powerful agency. 

In a real sense, therefore, the banker 
must in his own community meet the 
challenge confronting our banking sys- 
tem. His task is difficult because he 
must command confidence from two 


groups whose interests are in some 
measure divergent; from the depositor 
whose funds he holds for investment 
and from the borrower who is seeking 
credit. To satisfy both elements is 
often a task impossible to accomplish. 
Nevertheless, the first step in meeting 
the problem is to realize that it exists 
and to know that there is no simple 
solution. For the banker who maintains 
stability at the cost of losing the good- 
will of local borrowers exposes the 
banking business to criticism almost as 
much as the banker who is too liberal 
in his lending policy. Bank supervisors 
are aware of the difficulty of satisfying 
both groups. We, too, have been crit- 
icized, sometimes for being too severe, 
and on other occasions for being too 
liberal. Whatever the facts may be in 
isolated cases, we recognize that we 
share with bank management the task 
of making our banking mechanism op- 
erate smoothly and in the interests of 
the entire public. 


We supervisors accept our part of the 
responsibility for the future of the 
banking system. We urge, however, 
that management not underestimate the 
importance of the part which it must 
play. If your communities are in the 
main satisfied with your services, if your | 
customers feel that you are alert to their | 
needs and fair and sympathetic in your 
treatment of their problems, attempts 
to recast our banking system to suit the 
notions of minority groups are unlikely 
to win the approval of legislative bodies. 
—From an address before the annual 
meeting of Group VI, New York State 
Bankers Association. 
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Prepare for a Changed World 


By Wiiuiam A. IRwiN 
National Educational Director, American Institute of Banking, New York City 


HETHER this war is long or 
short, it is going to be followed, 
just as sure as you're sitting in 

that chair, by another decline in busi- 
ness. That’s the history of all past 
wars. You may have in your bank, 
under the glass top of your table, one of 
the charts put out by The Cleveland 
Trust Company which shows the peaks 
and valleys of business for one hundred 
years. Go back to the Napoleonic wars, 
vo back to the days of the Civil War, 
and then go back to the World War— 
phtt! phtt! phtt!—and just as soon as 
you see this war ended, long or short, 
phtt! it’s coming like that. 

Keep your business in order for that, 
because there is nothing on God’s earth 
voing to keep you from having to face 
it. 

Then the next step is this: when the 
war does end—regardless of who is the 
so-called victor—it will be followed by 
another war, not a war of bullets and 
shells and bombs and airplanes and 
battleships, not that kind of war, but an 
economic war in which we, the only 
democratic democracy in the world, will 
have to face the dirtiest competition ever 
met by free people by totalitarian 
states, and whether it is barter or price 
cutting they will use them trying to get 
the markets we will want. We have 
already lost some valuable markets 
through that sort of thing. 

Then, the last point—if it is a long 
war, and it may be, watch one other 
thing, and that is this: we may have a 
very serious inflation. Then you tell 
me what will happen to the values you 
have built up. 

It isn’t very pleasant to anticipate, is 
it? But that is the picture, and we 


might as well be looking at it. There 
is no sense in closing our eyes that those 
things are part of the economic picture 
today because of the war. Geared to 
high production due to preparedness 
measures; the Allies being forced to 
look to us for help; whether the war is 
short or long, an inevitable collapse, no 
matter who the victor; economic com- 
petition; if it is long enough, phtt! like 
that and values possibly wiped out. 

So the first thing I want to say in 
looking at the future is this—he will 
be a wise banker in my humble judg- 
ment who intelligently and conserva- 
tively prepares himself for a changed 
kind of world when this piece of mur- 
derous insanity is ended.—From an ad- 
dress at the recent Kansas Bankers 
Association convention. 


WILLIAM A. IRWIN 
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Planning Operating Department 
Work 


By Howarp T. Harpie 
Assistant Cashier, The Union National Bank of Pittsburgh, Pa. 


ROPER planning’ requires’ a 
thorough study of the work of 
the various departments. This 

study is today generally referred to as 
job analysis. The term job analysis is 
somewhat new, but the theory has been 
applied to industry for many years. 
Production managers in these fields 
realized the difference in production 
ability on the part of various employes 
assigned to the same job and, as a 
result of studies made, adopted the piece 
work plan of wage payments in an effort 
to increase production. Job analysis at 
that time was used only for the purpose 
of learning the reasonable volume of 
production for an employe as a day’s 
work. It is now used, as its name im- 
plies, for a complete analysis of the job, 
that is, the proper methods which in- 
clude the procedure to be followed, me- 
chanical equipment in use, and the 
volume expected as a day’s work. 

This type of study, to many bankers, 
sounds like a sizable undertaking, and 
one that can only be used in institutions 
large enough to maintain a special staff 
for the purpose, but it can be used to 
great advantage in any size institution 
interested in improving its operations. 
The size of the bank may be a factor in 
determining the extent to which indi- 
vidual production records should be 
maintained, but a good start can be 
made by maintaining departmental 
records, and after some experience along 
that line, enough interesting facts will 
develop to create interest for further 
study. Without production records, it 
is very easy for a department to become 
overstaffed. A department such as proof 
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or transit may appear to be getting 
busier than usual and putting in extra 
hours and as a result a request is made 
for additional help. If production 
records are maintained it is very easy 
to determine’ whether the additional 
help is warranted. 


In planning the work of the operat- 
ing departments the most important item 
is to provide as steady a flow as pos- 
sible, although the nature of our busi- 
ness produces certain peaks. A flexible 
organization that -provides competent 
personnel capable of being shifted from 
one department to the other is the best 
solution. 


One of the most important points for 
efficient operation is a well planned 
office layout with consideration being 
given to sufficient space to prevent over- 
crowding, good light and modern equip- 
ment maintained in first class condition. 


The operating departments of the 
bank require continuous study in an 
effort to maintain an efficient organiza- 
tion. Industry of all kinds today main- 
tains very elaborate research laboratories 
in an effort to improve existing products 
and find new ones. Banks’ product is 
service and it is only by research 
methods that we are able to improve 
our product. What might be an excel- 
lent plan for my bank may not be adapt- 
able to yours. We are all inclined to 
think our plan is the best and at times 
hesitate to admit that our pet system 
that has worked well for years has be- 
come obsolete.—From an address given 
at the American Institute of Banking 
convention, Boston. 
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The War Crisis and Banking 
Control Dangers 


By THomas M. STEELE 


Retiring President, Connecticut Bankers Association, and President, First National Bank 
and Trust Co., New Haven, Conn. 


E are entering upon a period of 

crisis, the extent of which can- 

not be even dimly seen, and it 
is important as never before that bank- 
ers recognize their common interests 
and work in harmony to preserve them. 
It is going to require all of our patience, 
tolerance, poise, fortitude and deter- 
mination to preserve our independent 
banks. The persistent campaign to 
force all of us into one unified banking 
system, which a few months ago seemed 
to have been checked, is bound to be 
revived whenever the exigencies of gov- 
ernment appear again to require greater 
centralization of control. From com- 
plete government control the step to 
government ownership is short and easy 
and, with government ownership of 
banks, the days of free enterprise in 
America are gone. What was theory 
with Marx and Trotsky has been proved 
in the practices of Hitler and Stalin. 

It is wholly probable that we shall 
soon be asked in the name of patriotism 
to give our assent and our codperation 
in many new and untried steps—some 
of which we may gravely distrust. When 
threats come to the common safety, the 
herd instinct asserts itself and men are 
prone to be stampeded toward what, for 
the moment, they deem security. It is 
hard, under the pressure of emergency, 
to distinguish truth from falsehood, 
temporary from permanent, the wise 
from the unwise. 

The story of the English-speaking 
peoples is one long history of conces- 
sions wrung from a reluctant sovereign 
—whether that sovereign has been a 
crowned head or an elected government. 
I challenge anyone to point out one 


single important right which individuals 
possess against government which has 
ever been voluntarily conceded by gov- 
ernment anywhere. On the contrary, 
every precious privilege of free men 
which we possess has been won by the 
blood and toil and sacrifice of indi- 
viduals ready to fight for them and by 
no other means can these rights be pre- 
served. Let us never forget that rights 
surrendered to government in emergency 


‘‘The persistent campaign to 
force all of us into one unified 
banking system, which a few 
months ago seemed to have been 
checked, is bound to be revived 
whenever the exigencies of gov- 
ernment appear again to require 
greater centralization of control. 
From complete government con- 
trol the step to government 
ownership is short and easy and, 
with government ownership of 
banks, the days of free enter- 
prise in America are gone. 


‘“‘Let us never forget that 
rights surrendered to govern- 
ment in emergency are seldom 
restored. Let us do our own 
thinking, stand up courageously 
and openly for our own convic- 
tions, and fight to keep for our 
children what our fathers have 
so hardly won for us,’’ says Mr. 
Steele in the accompanying por- 
tion of his recent address before : 
the Connecticut Bankers Asso- 
ciation convention. 
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More profits 
and good will 
for your bank... 


That the average city bank can make a 
profit and increase good will by a properly 
organized ‘‘small loan department” has been 
clearly demonstrated by banks that have 
succeeded in this field. 


‘A working manual for bankers who would 
repeat ‘these successes will be found in 


INCREASING 
PERSONAL 
LOAN 
BUSINESS 


By R. E. DOAN 
and 


G. F. FOLEY: 


The authors of this book have had years 
of practical experience in developing a small 
loan department in the Denver National 
Bank. They are also the originators of the 
nationally known “Denver Plan” for liqui- 
dating retail charge accounts which is fully 
described in this book. 


Your name and address on the coupon 
below will bring this new book to your desk 
on 5 days’ approval. 


BANKERS PUBLISHING CO. 
465 Main St., Cambridge, Mass. 


Please send me jon approval a copy of 
“Increasing Personal Loan Business” by 
Doan and Foley. At the end of 5 days 1 
will either remit $2.50 or return the book. 


are seldom restored. Let us do our 
own thinking, stand up courageously 
and openly for our own convictions, and 
fight to keep for our children what our 
fathers have so hardly won for us. 

The banks of America have always 
cooperated with government in the com- 
mon interest—I think they always will. 
In the crisis which appears to be ap- 
proaching us so rapidly—whether or 
not it reaches the supreme test of war— 
there will be innumerable ways in which 
the banks can help entirely beyond the 
mere purchase of securities and entirely 
outside such routine matters as assisting 
in their distribution. We can use our 
advertisements in spreading sound pub- 
lic education. We can help our em- 
ployes in straight thinking. We can 
take our proper places as leaders of 
public opinion. We can lend our aid in 
securing sound and constructive legisla- 
tion. 

Codperation? Yes—in every sound, 
straightforward, open and above-board 
measure which does not involve the 
sacrifice of essential rights—but let us 
remember always that we are trustees— 
trustees for our depositors—trustees 
for our stockholders—trustees for our 
vast army of employes—trustees for our 
children and for our grandchildren. If 
we permit our independent private 
banking system to fail, the America 
which we have known is no more. It 
cannot fail if we work together intelli- 
gently, patiently, with courage and in 
an attitude of mutual friendliness, tol- 
erance and understanding. 


© 


Banks have an obligation to study their 
competion and meet it in a realistic 
way. No outside agency can take the 
place of a local bank in satisfactory 
service to the local community. If we 
are to retain the business we have and 
recover the business we have lost we 
shall have to do so through aggressive 
solicitation and adequate service rates 
which will be profitable to the borrower 
as well as ourselves.—Henry W. Koe- 
neke, Second Vice-President, American 
Bankers Association. 
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Business Sueeess and Failure 


By HerBert V. PRocHNow 
Assistant Vice President, The First National Bank, Chicago 


HERE is obviously a need for a 

better understanding of the prin- 

ciples of granting bank credit in 
order to reduce the losses on loans, and 
in view of the often overlooked hazards 
under which business and _ industry 
operate. To extend credit intelligently 
and to reduce losses, a basic under- 
standing of the problems of business is 
imperative. Facts may be stubborn, and 
statistics may be more pliable, as the 
humorist has said, but the figures on 
business success and failure speak more 
eloquently than any words on_ the 
subject. 

For a period of fourteen years from 
1919 to 1932, inclusive, covering both 
boom and depression, the net profit on 
sales for 85,000 business corporations 
was only 3.62 per cent. The average 
net profit on net worth for nine years 
from 1924 to 1932, inclusive, was only 
3.95 per cent. For fourteen years, from 
1919 to 1932, 46 per cent of an average 
of 85,000 corporations reporting to the 
Treasury Department operated at a loss; 
54 per cent operated at a profit. So 
narrow is the margin between success 
and failure in the businesses of the 
banker’s customers. 


An examination of the corporation 
income tax returns reveals that the 
probability of earning a profit has even 
further decreased in recent years, when 
the odds have been about two to one 
against the possibility of a corporation 
earning a profit. The hazards of busi- 
ness are never small, even in the best of 
times, but in the depression years, par- 
ticularly, they have been little short of 
insurmountable. 

Of the 2,101,000 active commercial 
and industrial business enterprises of 
the country, approximately twenty per 
cent go out of existence each year, and 


about the same number hopefully start 
in again. Business is not invested with 
perpetuity. It must fight to live. For 
every retail store that lasts fourteen 
years, one lasts only one year, the aver- 
age life of all retailers being about seven 
years. A western banker, located in a 
city of 12,000 population, recently meas- 
ured the mortality rate in his commun- 
ity. He found that as a general rule 
100 per cent of the retail merchants are 
eliminated every seven years, 100 per 
cent of the automobile dealers every 
four years, and 100 per cent of the 
farmers every ten years. Messrs. Starr 
and Steiner of the Bureau of Business 
Research of Indiana University report 
(Dun’s Review, January, 1940) that 25 
per cent of all retail stores opened in 
207 Indiana towns in 1930 quit in 1931; 
18 per cent in 1932; and 10 per cent in 
1933. Over 50 per cent were thus 
eliminated in three years, and only 27 
per cent were left at the end of 1937. 


‘‘For fourteen years, from 
1919 tc 1932, 46 per cent of an 
average of 85,000 corporations 
reporting to the Treasury De- 
partment operated at a loss; 54 
per cent operated at a profit. 
So narrow is the margin between 
success and failure in the busi- 
nesses of the banker’s custom- 
ers,’ points out the author in 
the accompanying portion of a 
recent address at Allegheny Col- 
lege, Meadville, Pennsylvania. 

Mr. Prochnow is co-author, 
with Roy A. Foulke, of the re- 
cently published book ‘‘Practi- 
cal Bank Credit.’’ 
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Mortgages Made to Measure 


By WiLuiAmM ParKER STRAW 
President, Amoskeag Savings Bank, Manchester, New Hampshire 


AVING decided that there were 
mortgages to be obtained which 
would make a safe and satisfac- 

tory investment, our bank looked 
around for a definite loan plan with 
regular amortization as its foundation. 
We studied all the various schemes we 
cquid find, rejected the so-called Fed- 
eral plan as being unnecessarily ex- 
pensive to operate owing to the large 
amount of bookkeeping required, and 
finally adopted the plan which might 
well be called “The Huggins Plan.” 

This plan was devised by Allan Hug- 
gins, an officer of one of our New 
Hampshire banks, and because of its 
simplicity and ease of accounting, had 
for us a strong appeal. It provides for 
a monthly deposit at any window by the 
borrower, the amount, of course, vary- 
ing with the amount of the mortgage 
and the length of time it has to run. 
Under the plan we furnish what is to all 
appearances a regular pass book. This 
we think is important because we found 
that many people object to others know- 
ing that they owe money even to a bank. 
The regular pass book which we give 
out under our mortgage plan in no way 
discloses whether the customer is de- 
positing in his own personal savings 
account, or depositing on our regular 
monthly amortization plan. 

At the end of six months we credit 
to the deposit thus far made interest at 
our regular rate, deduct the interest we 
charge, and credit the balance to the 
principal of the loan. This means that 
interest credits, interest charges and 
principal transfers are made only once 
each six months rather than every month 
as is the case with the direct reduction 
method. 

Then, to stimulate regularity in de- 
posits, we allow a reduction in the rate, 


down to 414 per cent, at the end of ten 
years, provided the monthly payments 
are regularly made. Under this system, 
therefore, the cost to the borrower is 
somewhat less than under the straight 
monthly reduction plan on the same rate 
basis, for the same amortization period. 


Public Relations Objectives 


We have been striving these last few 
years, as you have right along, to im- 
press people that we want their busi- 
ness; that they are doing us a favor to 
come in to see us; not that we are doing 
them any favor by lending them money. 


We are trying to promote everywhere 
in our bank a genial, friendly feeling. 
We have honestly tried to merit the con- 
fidence of our depositors, and to show 
our people by a businesslike yet liberal 
loan policy that we have confidence in 
their future, and in the future of the 
city and state as well. At the same time, 
we have tried to demonstrate that the 
old-time savings banks are as essential 
today as they have been for the past 
one hundred years in the development 
of a community, and a necessary and 
sympathetic factor in its progress.— 
From an address at the recent American 
Institute of Banking convention. 


© 


No bank can fulfill its community ob- 
ligations unless it knows local condi- 
tions and production possibilities of its 
territory. No bank can discharge its 
obligations fully by waiting for custom- 
ers to come to the bank. The officers 
must get out into the trade to uncover 
credit needs and credit opportunities.— 
Henry W. Koeneke, Second Vice-Presi- 


dent, American Bankers Association. 
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Split Rate on Savings 


By Irvin Bussine 
Director of Research, Savings Banks Trust Company, New York, N. Y. 


AM going to limit myself to a dis- 

cussion of only one phase of divi- 

dend policy, namely, a differential 
or split rate on savings deposits. I am 
not the originator of the split rate plan 
but I have tested it in a number of 
ways and [| am inclined to feel that no 
better plan has thus far been offered as 
a means of rewarding those of our pres- 
ent depositors whose behavior conforms 
more or less closely to accepted stan- 
dards of thrift. 

The method I should like to recom- 
mend is one in which dividends would 
be paid semi-annually at a rate of 2 
per cent on the five-year minimum bal- 
ance of an account, and | per cent on 
the remainder. Thus, if $600 is the 
minimum five-year balance and there is 
$1,000 in the account which is entitled 
to dividends, the rate would be 2 per 
cent per annum on $600 and 1 per cent 
on $400, or $8 for the half year. 

Obviously the longer the period re- 
quired for the payment of the higher 
rate, the higher the rate may be. In gen- 
eral it is preferable to lengthen the time 
requirement because it is the rate paid 
on the true savings that captivates the 
public eye. The bank in the above illus- 
tration could properly be called a 2 per 
cent bank, because that is the rate it 
would pay on stable funds. 


Split Rate Advantages 


The advantages of a split rate of 
dividend are as follows: 

1. It enables the bank to reward the 
depositor who leaves his money in the 
bank and thus makes the bank possible. 

2. It enables the bank to accept new 
money instead of turning it away, as is 
so often done today. 

3. If a bank pays 1 per cent on new 
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money and earns more than 1 per cent, 
the differential may be applied to 
surplus. 

It may be true that dividend rates are 
so low at the present time as to offer 
little inducement to depositors, but as 
it becomes possible to pay higher re- 
turns on savings deposits, increases 
should be applied to the stable money; 
that is, the 2 per cent should be in- 
creased and the rate on newer money 
either not increased at all, or increased 
less rapidly. If the split rate is right 
in principle it should be started now, 
especially in view of the fact that the 
lower rate on new money will enable 
us to accept funds which are now going 
into other institutions and forms of in- 
vestment. 

It has been my feeling that on bal- 
ances amounting to less than $100, no 
split rate should be applied. Using the 


The author, in the accompany- 
ing portion of a recent address 
before the American Institute of 
Banking convention, points out 
the following advantages of a 
split rate of interest on savings 
accounts: 

1. It enables the bank to re- 
ward the depositor who leaves 
his money in the bank and thus 
makes the bank possible. 

2. It enables the bank to 
accept new money instead of 
turning it away, as is so often 
done today. 

3. If a bank pays 1 per cent 
on new money and earns more 
than 1 per cent, the differential 
may be applied to surplus. 





figures in the above illustration, such 
an account (one under $100) would re- 
ceive dividends at the rate of 1 per cent 
per annum. This automatically elimi- 
nates as many as fifty per cent of the 
accounts of the bank; on these, no 
minimum balances would be derived. 
Another 10 or 15 per cent of accounts 
whose balances exceed $100 are prob- 
ably less than five years old, so that 
in the end it would be necessary to 
maintain a record of five-year minimum 
balances on not more than about 35 
per cent of the accounts in the average 
institution. 


Split Rate Objections 


There is obvious hesitation on the 
part of savings banks to the adoption 
of split dividends, their objections being 
twofold. The first objection is that the 
plan is incomprehensible to depositors, 
and the second that it is too trouble- 
some to the tellers or, in other words, 
too difficult from the administrative 
angle. 


As far as the public is concerned, it 
seems to me that any depositor who is 
sufficiently intelligent to calculate his 
dividend, thus finding that the amount 
is not what it would have been on a flat 
rate basis, would be able to understand 
what is meant by a split rate. 

As far as the second objection is con- 
cerned, I am inclined to think that sav- 
ings banks are not operated for the 

enefit of their employes, and that addi- 

tional work should not be accepted as 
a valid objection to the payment of a 
split rate. Properly handled, however, 
the payment of a differential dividend 
should not entail more labor on the part 
of the employes. On the contrary, if 
the bank adopts a semi-annual basis, 
the time saved by this method as com- 
pared with that of paying dividends 
quarterly from date of deposit to the 
end of the quarter, as is done in many 
banks today, would more than offset 
any increased work involved in paying 
a differential rate. 


May we send you a copy— 
How to Obtain 


Bank 


Costs 


By E. S. WooLLey 


“We started an analysis of our bank 


(which we had 


been wanting to do for 


some time) and after discussing it with 


some of my 
formula 


associates we felt that your 


is the best that we have been 


able to procure and because of the sim- 
plicity and the fullness with which all of 
the details were covered we decided to 
follow the outline given in your book.” 


L. W. BISHOP, Comptroller, 


State-Planters Bank & Trust Co., 


Richmond, Va. 


Bankers Publishing Company 
465 Main St., Cambridge, Mass. 
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Disperse the Gold Hoard 


Weekly Bulletin, American Institute for Economic Research, Cambridge, Mass. 


HE United States now has over 

$19,000,000,000 in gold. It is 

probable that this great hoard of 
the yellow metal will be increased to 
$25,000,000,000 or more within the next 
few years. Gold is the foundation of 
our monetary system and is the source 
of nearly half the purchasing media 
available for use here in the United 
States. 

It is generally supposed that a sub- 
stantial portion of the gold hoard is in 
the Government vaults at Fort Knox, 
Kentucky. If that assumption is correct, 
the situation adversely affects our na- 
tional defense. The presence of such a 
vast gold hoard in one locality would 
force us to take special precautions to 
defend it. An important section of our 
regular army, including both air force 
and mechanized troops, would be tied to 
the immediate vicinity of Fort Knox, 
and our mobile reserves would be corre- 
spondingly reduced. This would be 
most undesirable and might even have a 
disastrous effect on our military effort. 

Fortunately, there is a simple and 
logical solution for the problem. Nearly 
$17,000,000,000 worth of the gold be- 
longs to the twelve Federal Reserve 
Banks, which hold gold certificates 
(essentially warehouse receipts), repre- 
senting the gold. These banks have 
adequate vaults available and can 
readily arrange to store the gold that 
they own. (If considered advisable, 
part of the Boston and New York banks’ 
gold might be held at interior cities.) 
Much of the gold could be further dis- 
tributed to several thousand banks 
throughout the nation by requiring them 
to hold part of their reserves in the 
form of gold in their vaults rather than 
as deposits with the local Federal Re- 
serve banks. A substantial amount of 
the gold could be placed in the pockets 
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and safe-deposit boxes of the general 
public if gold coins were restored to 
circulation. By depositing its share of 
the gold in the vaults of many banks, 
the United States Treasury could com- 
plete the effectual dispersion of our 
gold, thereby removing temptation and 
freeing our defense forces for operations 
where those forces might be vitally 
needed. 

We should recognize the possibility 
that much of the Eastern seaboard may 
be occupied by an enemy. Therefore, 
it is essential that there be available to 
all other regions of the country an ade- 
quate supply of the one nearly universal 
money, gold. Dispersion of our gold 
hoard, in the manner suggested, would 
accomplish this desirable purpose. No 


matter what happened to one part of 
the country, the remainder would have a 
sufficient quantity of gold to serve as a 
medium of exchange and as a base for 


local bank credit. This would insure 
the independence and capacity for sur- 
vival of our economic system. Without 
these attributes, it is difficult to see how 
initial reverses could be overcome and 
the way paved for ultimate victory. 


© 


BANKING’S OBLIGATIONS 


It should be pointed out that while our 
responsibilities are primarily to our 
local communities, we also have an ob- 
ligation to the nation as a whole and 
to the banking system as a whole. In 
these modern days, money and credit’ 
are national commodities—national in 
their flow and effect. We shall not dis- 
charge our community obligations un- 
less we also do our part to preserve and 
improve the entire banking system.— 
Henry W. Koeneke, Second Vice-Presi- 


dent, American Bankers Association. 





SURVEY 


Condensations from Magazines, Reviews, 


Reports, Bulletins, Radio Discussions, 


Advisory Services, Newspapers, etc. 


SAYING “NO” AND MAKING THE CUSTOMER LIKE IT 


From Number 8, Monthly Publication of The National City Bank of New York 


HEN the honest seeker of credit 
applies to a bank for a loan, 
and is refused, he is affected in 

two ways—first, in his personal pride, 
and second, he has a business problem 
still unsolved. The way in which his 
request is declined, therefore, is im- 
portant both to him and to the bank. 
While the latter’s tangible resources are 
not involved, perhaps the most im- 
portant asset it has—good will—is. 

Much more than mere diplomacy is 
needed to give a negative answer. A 
request, after adequate analysis, may be 
courteously granted in two minutes of 
the customer’s time. To say “No” 
properly may take two hours. Kind 
words and an explanation that the loan 
is being declined not because of the lack 
of faith in honesty, may go part way 
in assuaging the hurt pride. They will 
not, however, go the full distance be- 
cause the honest applicant is not only 
sincerely convinced of his willingness 
to pay, but he is equally sincere in his 
belief in his ability to pay. It would, 
therefore, seem to be incumbent upon 
the bank officer to make clear, in simple 
and direct English, the reasons why the 
‘bank feels the particular business must 
be refused. 

This imposes two distinct obligations 
upon the banker. First, he should make 
as careful a study and analysis of the 
application to be declined as he does of 


the one to be approved. Second, he 
should be as frank as the circumstances 
will possibly permit. 

The first necessity arises because the 
borrower has a financial problem which 
we believe cannot be safely solved by 
the extension of credit. He does have a 
right to expect from the banker some 
alternative ideas as to how the need for 
funds may be met. Typical of some of 
the suggestions that might be made are 
the following—reduction of an inven- 
tory position, decreased overhead, an 
alteration in buying or selling terms, 
the necessity for long-term instead of 
short-term financing, or perhaps the 
feasibility of granting the loan on a 
basis other than the one on which it was 
offered. It should be stressed that the 
conclusions of the banker are sugges- 
tions and not criticisms. Without a 
thorough analysis of the application, it 
obviously would be impossible to have 
any constructive thoughts, or to suggest 
any alternative basis for caring for the 
situation. The objective of such a pro- 
cedure is, of course, to suggest some 
means of meeting the borrower’s prob- 
lem, with the hope that if the business 
is not currently bankable, it may at 
some time develop into a sound bank 
credit. 

In a discussion of this nature, the 
greatest degree of frankness possible is 
essential. Such reasons as “The loan is 
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not one we would care to make,” “The 
loan, if made, will be criticized by bank 
examiners, or discount committee, or 
head office,” give to the would-be bor- 
rower no inkling that our analysis dis- 
closes any weakness, or where the weak- 
ness is. Certainly, with such an answer 
to a request made in good faith, the 
borrower is apt to leave the bank not 
only with his pride damaged, but with 
no present or future assistance from us, 
either in money or in ideas. 

It is freely recognized that there is no 
universal answer to “How to Say ‘No’ 
and Make the Customer Like It.” Each 
case is a distinctive challenge, not only 
of personalities, but of facts. It is also 
true that the approach which has been 
suggested, involves a greater expendi- 
ture of time than would a simple refusal. 
as well as the risk of an analysis which 
the future may prove to be faulty. The 
time, however, is justified, not only 
because a bank is a quasi-public insti- 
tution, but because future business mav 


be in the making. As for the risk of a 
faulty analysis, that risk is inherent in 
the passing upon every loan in which 
the bank’s funds, as well as its brains 
are invested. Moreover, these disadvan- 
tages will be outweighed if the com- 
munity realizes that when “No” is said, 
it is only after the bank has spent the 
time required for a thorough analysis 
of the business, after full discussion with 
the customer of his problem and simul- 
taneously that the bank has offered the 
best alternative solution which it can 
evolve. 

Both banker and borrower are inter- 
ested in the same fundamentals—the 
solvency and the earning capacity of the 
business. The crux of how to say “No” 
lies in the capacity of the banker to 
convey his genuine understanding of this 
mutuality of purpose, which, when not 
indicated by a loan, is at least evidenced 
by the application of his experience, his 
ability and his interest to the bor- 
rower’s problems. 


STATE FINANCE ECONOMY ESSENTIAL 
The Index, The New York Trust Company, New York City 


HE need for economy on the part 

of the various states, including even 

those which recently have made 
most progress toward achieving sound 
fiscal policies, is today greater than ever 
before. It is estimated that at the pres- 
ent time governmental expenditures of 
all types amount to about 27 per cent 
of the national income. Of this amount 
approximately 80 per cent (22 per cent 
of national income) is being covered by 
taxes and the rest by deficit financing 
and non-tax revenues. “We know that 
our most rapid economic progress 
occurred when annual tax collections 
were equal to one-eighth or less of our 
national income,” according to Fred A. 
Eldean, Director of The Tax Founda- 
tion, Inc. “It is also a fact that the 
variety and maze of taxes now levied 
represent a burden that is both oppres- 
sive and restrictive. Yet we are faced 
with the possibility of even higher tax 
burdens when and if the Federal budget 
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is balanced. Ultimately tax collections 
and public expenditures, when com- 
pared with national income and other 
measures of total activity, can only be 
indicative of the degree of socialization 
of the economy.” The need for further 
pursuance of recent efforts toward 
economy on the part of states is there- 
fore obvious, if the present form of 
economic enterprise in this country is 
to be maintained. 

In addition, the United States is now 
embarking on the largest program of 
national defense ever undertaken in 
peace time in this country, and the 
problem of how this will be financed 
immediately arises. As against a na- 
tional debt of about $1,000,000,000 in 
1916, a small annual budget, and great 
potential borrowing capacity on the 
part of the Federal Government, this 
country today has a national debt, in- 
cluding contingent liabilities, of about 
$49,000,000,000 in addition to state 
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and local debts of upwards of $19,000,- 
000,000, and an unprecedented tax 
burden. 

The country’s production of goods 
and services provides the fund out of 
which the increased means of national 
defense, the up-building of plant and 
equipment, and the satisfaction of the 
current consumption needs of the popu- 
lation must all be met. Unless and 
until a very substantial rise in total 
production is brought about by modi- 
fication of those governmental policies 
which have had a repressive effect, the 
nation is confronted with the necessity 
of reallocating the current output of its 
industries by increasing production of 
such things as airplanes, warships, guns, 
tanks and other armaments, and reduc- 
ing output of goods for purely consump- 
tion purposes. In the interests of the 
nation as a whole, it is to be hoped that 
this can be accomplished without giv- 
ing rise to such competition for the 
necessary men, money, and materials 
as to bring about an inflationary rise in 
prices. Everything possible should 


therefore be done to put the nation’s 
financial house in order. 

As the New York Times has pointed 
out editorially: “We must suspend all 
public works, all roads and _ public 
buildings not absolutely essential in 
themselves. We must scrap the WPA 
in its present form; set up a codpera- 
tive Federal-State system of direct relief 
on the model of the old-age assistance 
program, release every genuinely avail- 
able present WPA worker either for de- 
fense work or to take the previous jobs 
of others who turn to defense work, and 
if necessary set up Government training 
schools to turn out the kind of skilled 
workers most urgently needed.” 

Since national defense is the respon- 
sibility of the Federal Government, it 
is obvious that states and other govern- 
mental units can render a most import- 
and contribution to the general welfare 
by reducing their own expenditures to 
the greatest extent possible and thus 
making additional funds available to 
finance the. increased armaments called 
for by present conditions. 


INDUSTRY’S PROFITS UP 60 PER CENT IN 1939 
From The Exchange, Published by the New York Stock Exchange, New York City 


HE final record of 1939 financial 

statements, as compiled by the 

Economist Department of the Ex- 
change, now reveals that while the total 
market value of listed common shares 
was declining from $41.3 billions to 
$40.2 billions during the past year, 730 
companies having common stocks listed 
on the New York Stock Exchange in- 
creased their aggregate profits by 60.6 
per cent, from a total of $1,804,590,915 
in 1938 to $2,898,822,950 in 1939. (The 
income figures, in each case, represent 
combined earnings for all companies 
making a profit less net deficits for the 
others). 

It appears that while the stock mar- 
ket has been quick to discount bad news 
well in advance, it has experienced diffi- 
culty in catching up with good news 
even when it happens. 


Of the 730 listed companies, 611 
showed an improvement in the past 
year, while 119 retrogressed. Profits 
were earned by 648; and 82 reported 
losses. 


The large size of the gains, compared 
to losses, is shown by the fact that de- 
ficits for the 82 corporations which lost 
money amounted to less than 4 per cent 


of the combined profits earned by the 
648 others. 


Total profits were $3,008,106,053; 
losses came to $109,283.103. 

Comparing 1939 earnings to cash di- 
vidend payments, it has been estimated 
that total common and preferred divi- 
dends distributed by the 730 companies 
amounted to a little over $2,100,000,000 
—or approximately 70 per cent of net 
profits. 
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FINANCIAL CAPACITY FOR NATIONAL DEFENSE 


New England Letter, The First 


ATIONAL defense is intimately 
tied up with our financial capac- 
ity which constitutes an important 

source of our strength. As we face 
sharp increases in expenditures it should 
be pertinent to recall that at the begin- 
ning of the first World War in 1914 our 
total governmental expenditures repre- 
sented but 9 per cent of income as 
against 25 per cent today, while our 
aggregate public debt is now about ten 
times as much. Interest on Federal 
obligations now approximates the total 
Federal debt of 1914. 

We should realize at the outset that 
we have not as large reserves to draw 
upon as twenty-five years ago, not with 


National Bank of Boston, Mass. 


the end in view of stinting on necessary 
military expenditures but to eliminate 
waste and extravagance in the spending 
of public funds. In other words, we 
should seek to offset these new outlays 
by economies in other lines. 

National security demands that pub- 
lic spending be concentrated at the 
points of greatest need. Our ability to 
pay is not unlimited and when expendi- 
tures go beyond our capacity the credit 
of the Government is threatened and our 
vitality sapped. We need to maintain 
an adequate financial reserve not only 
for defense but also for the trying period 
of reconstruction after the termination 
of hostilities. 


THE BUSINESS OUTLOOK 


Business Conditions Weekly, Alexander Hamilton Institute, Inc., New York City 


HE present prospect is that the in- 

dex of farm income in 1940 will 

be 87.5 as compared with 83.5 in 
1939. This estimate is based on the 
assumption that the prices of farm prod- 
ucts will remain steady at the present 
level during the remainder of the year, 
that the quantity of farm products mar- 
keted will equal last year’s volume and 
that government benefit payments this 
year will be the same as in 1939. It is 
possible that this is an under-estimate 
of farm income, since farm prices may 
advance later in the year as the result 
of the development of inflation. Such 
inflation, however, is problematical, 
since it will depend on the war continu- 
ing throughout the year. 

If the war should come to an end in 
the near future, a deflationary force 
would be set in motion which would 
tend to prevent a further rise in the 
prices of farm products. It is question- 
able, however, whether the deflationary 
effect of peace would be sufficiently 
strong to offset the inflationary influence 
of increased deficit-spending by the 
United States Government, which the 


enlarged defense program calls for. 
Consequently, it may be expected that 
farm income this year will be at least 
as large as the present estimate, if not 
larger. 

Based on the assumption that prices 
of manufactured goods will remain rela- 
tively steady at the present level, and 
on the current estimate of farm income, 
the normal annual index of factory out- 
put in 1940 works out at 106. The 
index of normal last year was 103 while 
the index of actual output last year was 
105. 

If the estimated 1940 normal is 
equaled, the index of factory output 
during the remainder of the year will 
average 105, since the index during the 
first four months averaged somewhat 
above the year’s normal figure. This will 
mean that factory output during the 
remainder of the year will average some- 
what above the volume in April, when 
the index was 103. Consequently, it is 
apparent that the downward trend in 
factory output has practically run its 
course and that some expansion is in 
prospect. In fact, the expansion may be 
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greater than is indicated by this calcula- 
tion. 

If the war shows signs of continuing 
during the remainder of the year, the 
tendency will be for manufacturers to 
build up their inventories. Such a de- 


velopment will mean that factory output 
this year will be in excess of normal. 
If it should exceed normal by as great 
an amount as in 1937, the index of fac- 
tory output during the remainder of the 


year would average 117. A very sharp 
recovery in manufacturing activity is 
thus a possibility. 

If the war should come to an end in 
the near future, however, it is probable 
that actual factory output this year 
would not exceed the estimated normal 
and might drop below it. Even in such 
a case, it is not likely that factory output 
during the remainder of the year would 
average much below the present rate. 


THE TAX BURDEN ON BUSINESS 
The Guaranty Survey, Guaranty Trust Company of New York, New York City 


HE absolute magnitude of the tax 

payments by business enterprises, 

while impressive, conveys little 
meaning when considered alone. The 
real significance of the tax burden lies 
in its relations to other factors in busi- 
ness operations. In an effort to throw 
some light on these relations, a study 
has been made by the Guaranty Trust 
Company of the 1939 income statements 
of a large and representative group of 
industrial and public utility corpora- 
tions not including railroads. The 
primary purpose of the investigation 
was to determine, first, the ratio of di- 
rect taxes paid by corporations to re- 
ported net income before tax deduc- 
tions; second, the ratio of taxes to pay- 
rolls; third, the average amount of tax 
payments per employe. 

The inquiry reveals, first, that the 
ratios of total direct taxes to total net 
income before taxes for the groups of 
corporations last year were as follows: 


122 industrials 
27 utilities 


The 29 industrials and 17 utilities 
that reported taxes equal to 50 per cent 
or more of net income before taxes are 
thus seen to have paid out more to tax 
collectors than they had left for dis- 
tribution to stockholders and reinvest- 
ment in the business. 

Even more surprising, perhaps, are 
the facts disclosed as to the relation 


between taxes and number of employes. 
Direct taxes per employe were as fol- 
lows: 


49 industrials 
16 utilities 
65 companies 


The representative character of the 
foregoing figures is borne out by reports 
from other sources. The American Iron 
and Steel Institute reports that taxes 
paid by the steel industry last year 
absorbed more than one-half of the net 
profits remaining after all other ex- 
penses of operation had been met. They 
were equivalent to more than $332 per 
wage earner employed during the year, 
and if they had been paid out in wages 
they would have increased the total 
payrolls for the year by 22 per cent. 
Expressed in another way, the tax pay- 
ments represented a year’s pay for 
92.500 workers. 

Comparisons between taxes on the one 
hand and employment and payrolls on 
the other must be interpreted with care. 
They do not imply that the tax burden 
is directly shifted to employes or that 
amounts saved through tax reduction 
would be automatically added to pay- 
rolls. The main purpose of the com- 
parisons is to show the relative magni- 
tude of the tax payments as an element 
of cost. A very significant relation does 
exist, however, between taxes and wage 
payments, as will be indicated presently. 

The oil industry, besides paying di- 
rect taxes such as are levied on business 
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concerns in general, bears a special 
burden in the form of heavy excise and 
sales taxes on its products. Taxes levied 
on the industry and its products last 
year, as one company points out in its 
annual report, totaled more than one 
and one-third billion dollars. This is 
about a hundred million dollars in ex- 
cess of the total value of all the crude 
oil produced in the United States during 
the year and is equal to more than 10 
per cent of all taxes collected during 
the same period by the Federal, State 
and local governments. Gasoline taxes 
alone amounted to more than a billion 
dollars and were equivalent to a sales 
tax of 41 per cent. 

Taxes on petroleum products, like 
sales and excise taxes on numerous 
other commodities, are ordinarily 
passed on to the consumer and do not 
represent a burden on the industry in 


the same sense as direct taxes on cor- 
porations. But taxes that raise the cost 
of goods to the consumer necessarily 
reduce demand and diminish the volume 
of business, and this affects the industry 
and its employes as well as its cus- 
tomers. 

Conversely, direct taxes on corpora- 
tions tend to affect not only the com- 
panies themselves but consumers and 
employes as well. When the taxes are 
light and the companies find it impos- 
sible or inadvisable to pass them on 
to others, they may be absorbed with- 
out appreciable harm. But heavy taxes 
are a vital factor in the cost of doing 
business and in many cases represent 
the difference between profitable and 
unprofitable operation. Consequently, 
they have profound effects on business 
policies and hence on the volume of 
production and employment. 


WHAT SHOULD WE DO ABOUT GOLD? 
Monthly Report, The National City Bank of New York 


HAT should we do about our gold? 

As Secretary of the Treasury 

Morgenthau said in an address 
last month: “There is only one sound 
way in which we can work to reduce the 
inflow of gold and to promote the return 
of at least a part of the wealth it repre- 
sents to useful service in the lands from 
which it came. That way is to do all 
in our power to contribute to the return 
of peace to the world and to encourage 
reconstruction and the restoration of 
normal trade.” 

It seems abundantly clear that there 
is little cause for worry on the score 
of gold losing its value, our being left 
“holding the bag,” and the like. It 
seems equally clear that we should keep 
on buying gold at the present price. 
However we may feel about the wisdom 
or necessity of having raised the price 
in the first place, it is now much too 
late to go back. For the past six and a 
half years the Treasury’s policy of hold- 
ing the price unchanged has been a 
factor making for stability and con- 
fidence. To reduce the price now would 
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produce a new series of dislocations and 
disturbances. 

Indeed, we could well afford to go 
beyond the mere maintenance of the 
present price by formally terminating 
the executive power to further devalue 
the dollar, and by anchoring the cur- 
rency firmly on the solid foundation of 
gold. Possibly we might even go the 
whole way of paying out gold freely in 
exchange for currency notes to all who 
might want it. Granting that the amount 
taken might not be large, nevertheless 
it would in proportion reduce the large 
Treasury gold stock and bank excess 
reserves. Moreover, and perhaps more 
important, it would increase confidence 
in the money and make more difficult 
in the future changes in its gold value. 
Certainly we could dispense with the 
unnecessary and costly accumulation of 
silver. 

The, more serious if less immediate 
problem pertaining to our growing gold 
stock is not the danger of its becoming 
worthless, but rather the danger that lies 
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latent in these huge additions to the 
credit base. With bank excess reserves 
standing above $6,000,000,000 and still! 
rising, the potentialities for excessive 
credit expansion and inflation are ever 
present. It is in this sector that the 
longer term problem lies, even though 
the present problem is still to get money 
to work. 

Various suggestions to improve the 


mechanism of monetary control have 
been made which require careful study. 
It may be assumed that the possibilities 
will be fully explored by the committee 
of Congress headed by Senator Wagner 
of New York and now engaged in mak- 
ing a comprehensive study, in codpera- 
tion with other Government agencies 
and banking associations, of the entire 
banking and currency system. 


WAR PROFITS FORM UNSOUND UPTURN BASIS 


By Henry H. HEIMANN 
Executive Manager, National Association of Credit Men, New York City 


(From the N. A. C. M. Monthly Business Review) 


USINESS is improving rather 

rapidly although the improvement 

is still to some degree spotty. The 
real cause of the improvement is in 
major part due to the war. First, there 
is considerable buying of material, di- 
rectly or indirectly, for the Allies. 
Second, there is considerable business 
arising from our own national defense. 
Third, there is buying of stocks of ma- 
terials and merchandise in anticipation 
of either a rise in prices, a shortage in 
supply or a delay in delivery. 

For the moment, this improvement 
naturally gives rise to employment, 
speeds up our business activity and 
places us in a business trend that may 
be described as the beginning of a war 
prosperity. Some people may feel the 
improvement is sound and that earnings 
arising from this better business will be 
largely retained. 

Credit executives would do well to 
caution business interests to try to 
segregate as much of their earnings 
from this war business as possible and 
thus help replenish the reserves that 
were so heavily drawn on in the course 
of the past ten years. 

The reserves of business must be 
strengthened if they are to support the 
increasing taxation load that is as in- 
evitable as tomorrow. Sound prosper- 
ity was never built upon the destruction 
of both human life and property nor, 
in my opinion, was any standard of 


80 


living ever permanently increased as a 
result of war. If we can keep those 
facts in mind, war earnings will be 
automatically segregated by us for the 
time when the feverish activity resulting 
from war suddenly ceases. 

Taxation and other control laws, it 
must also be kept in mind, will see to it 
that so-called “excessive war profits” 
will never be realized or, if made, 
almost wholly recaptured. 

There are signs throughout the nation 
that already we are beginning to expe- 
rience a shortage of skilled labor. This 
is particularly true in certain lines of 
industry because of developments that 
are taking some businesses out of their 
normal production programs in favor 
of armament construction needed for 
American defense. But this type of shift 
carries with it also the need of planning 
for the inevitable return to the produc- 
tion of normal goods when the arma- 
ment program has been completed or 
peace-time conditions again prevail. 

Although we are poorly prepared for 
war either aggressively or defensively, 
it must be said that the American people 
are now very well aware of the situa- 
tion. In marked contrast, our people 
are quite ignorant of the fact that we 
are even less prepared for the peace that 
will follow the present war. Irrespec- 
tive of which side may win the war, 
there will be a vast change and shifting 
of business. 
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It would seem that if we intend to 
maintain our standard of living, while 
preparing an adequate military pro- 
gram, we should devote a great deal 
of time to the development of a pro- 
gram that will fit in later with peace 
conditions. 

It would naturally have to be conjec- 
tural, but it should be planned both 
ways. We should be thinking of what 
our trade situation will be if the Allies 
should win and what it will be if the 
dictators should win. We should chart 
our course along both plans so as to be 
ready when the time arrives. 


In the peace that is to follow, be it 
temporary or permanent, business will 
have a tremendous responsibility. It 
will have to take a very broad view of 
the consequences of business, both from 
the social and political aspect, and the 
effect of business upon our own way of 
life and its influence on world affairs. 
It will have to be prepared to make cer- 
tain investments, which may take years 
to recapture, in the interest of bringing 
greater stability to the world and in 
laying a foundation for a sound foreign 
trade. Such a program will go far to 
strengthen our own nation and to help 
gain world peace. 


CENTRALIZED BANKING AUTHORITY IMPRACTICAL 


We have had much talk in recent 
years about the unification of our 
Federal financial and banking agencies. 
Admittedly there is at present some 
conflict and overlapping of author- 
ity which could be adjusted, al- 
though it is my personal belief that the 
amount of overlapping of functions has 
been greatly over-emphasized and over- 
stated. But a serious question may be 
raised as to whether in a situation so 
all powerful and so vital to the economy 
of the United States as supervision of 
the financial structure, any central au- 
thority could be wise enough and im- 
partial enough to be entrusted with sole 
responsibility for the determination of 
policies. For the next decade or two 
our major national problems will all 
be related in some degree to finance, 
involving such matters as gold, taxes, 
bond prices, interest rates, price move- 
ments, and deficit spending. In all of 
these, banking holds a central place— 
none of them can be decided without 
considering their effects upon sound 
money and the banking structure. 
Looking back upon our recent experi- 
ence, all will agree that mistakes have 
been made by governmental financial 
agencies. But all the agencies have 
never been wrong at the same time. I 
know that many men who have had ex- 
perience in the administration of these 
agencies oppose their centralization. The 
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wide variety of the responsibilities of 
the Federal Reserve, the FDIC, the 
Treasury, and the Comptroller of the 
Currency—to say nothing of the col- 
lateral agencies such as the RFC, the 
Export-Import Bank, the HOLC, etc.— 
make the thought of consolidation under 
the supervision of one man, or even of 
one board, seem utterly impractical._— 
From an address by Guy Emerson, Vice- 
President, Bankers Trust Company, be- 
fore the California Bankers Association 
Convention. 


© 
STREAMLINING ESSENTIAL 


STREAMLINED operations and _ stream- 
lined public relations go hand in hand. 
Probably every other person in the 
United States is a depositor in a bank. 
What they think of us and of our bank- 
ing services is our primary concern. In 
their hands lies the destiny of chartered 
banking. They control the future of 
private enterprise. It remains for us to 
prove that banks are worthy of the con- 
tinued confidence of the businessman as 
well as the public through streamlining 
our operations and relations with our 
customers to meet the challenge of the 
times.—Ralph R. Emery, Assistant Vice- 
President, American Trust Company, 
San Francisco, California, in an address 
before the American Institute of Banking 
Convention. 
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Recent Speeches Given Before National 


Regional or State Groups — Digested 


or Excerpted for Your Convenience... 


GOVERNMENT IN THE CAPITAL MARKET 


By Emmett F. ConNELy 
President, Investment Bankers Association of America, Chicago, Illinois 


GROUP that I like to call “the- 

government-must-do-it-allers” have 

a glib explanation for our difficulty 
and a ready solution. Suddenly, accord- 
ing to them, we have become a “mature” 
economy. The future holds no oppor- 
tunities such as the past offered. There 
are to be no great new industries. The 
big corporations now in existence can 
take care of such expansion or new 
growth as may be expected without 
asking for any new capital. If there 
are further technological advances call- 
ing for new equipment and facilities, 
all such needs will be less than can be 
easily financed out of reserves for de- 
preciation and depletion laid aside out 
of earnings. 

Under such circumstances, of course, 
there would be no opportunity for sav- 
ings to find employment and in so doing 
provide jobs for men. Men and money 
would not go to work. 

I think that the best characterization 
of this hokum that has come to my atten- 
tion was by an English commentator, 
whose observations were probably made 
more penetrating by his distance from 
the heat of the controversy. He thinks 
we have a bad case of “jitters” because 
for the moment we have forgotten how 
to grow. 

But, according to the “government- 
must-do-it” boys, if people are allowed 


to save in the future, those savings will 
be sterile. The saver will be perform- 
ing a disservice by withdrawing the 
amount of his saving from the flow of 
money spent for consumption. There 
will be no means for him to put the 
money back to work by investing it. 

Their solution is simply that the gov- 
ernment must take the savings from the 
people and use them in a gigantic and 
apparently perpetual spending-lending 
program. It is the perfect build-up for 
a tax on savings. 

Now it is unnecessary for me to spell 
out the implications of such a proposal 
to business men. You can visualize the 
blight that would descend upon busi- 
ness should government take over the 
function of conducting the capital 
market. But that is exactly what is in- 
volved. Bear in mind that there is 
provision in the plan for some busi- 
ness demand for capital. Regardless 
of the general thesis that industry has 
all the capital it will ever need, the 
exceptional case is to be accommodated 
through a system of government bank- 
ing. institutions. 

Instead of going to investors to raise 
money for his company, the business 
man would have to go, hat in hand, to 
a government lending agency. Upon the 
whim of a bureaucrat your enterprise 
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would be granted or denied capital. 
Doubtless one’s political persuasion 
would have much to do with whether 
he was enabled to grow and expand. 
The prejudice of a political boss could 
doom an undertaking however worthy 
or desirable as a source of service to 
the public, profits to its owners, and 
employment to labor. 

Never to be overlooked is the fact 
that with the lending of money goes the 
strong presumption that foreclosures 
will be necessary in some instances. The 


mortgagee at times must take over and 
operate the property. In fact, the plans 
for the government banks that have 
been outlined suggest that capital would 
be furnished through stock investments 
as well as on loans. That is just one 
step more direct to government owner- 
ship and control of business enterprises. 
There is no shorter road, to my knowl- 
edge, to state ownership or socialism. 
—From an address at the recent annual 
meeting of the Chamber of Commerce 
of the United States. 


PERSONAL INTEREST ESSENTIAL IN TRUST WORK 
By C. M. MALONE 


President, Guardian Trust Company, Houston, Texas 


HEN your bank is named executor 

or trustee, you have assumed an 

obligation which is the most 
sacred of any business your bank 
handles. That person has elected you 
to protect the beneficiaries in that will. 
This not only means you should invest 
the funds wisely and handle the finan- 
cial transactions for the estate—it also 
means you should properly explain to 
the wife and to the children, if they are 
old enough, the condition of the estate 
so that they know what problems must 
be met. It is your duty to assist the 
family in planning how they should 
live, provided they desire such advice. 
It is your duty to, as far as possible, see 
that the family does not suffer if the 
estate is able to prevent suffering and 
provided the will or trust has been prop- 
erly planned and authority given to the 
executor or trustee to take care of emer- 
gencies. 


Sometimes I think we, as_ bankers, 
fail to realize that there must be a close 
personal element between the bene- 
ficiaries and our trust department. This 
personal interest will bring more people 
into your trust department than all the 
advertising you can do. If you knew 
an executive officer of the bank you 
name as executor would take a personal 
interest in seeing that your children 
were educated and your wife would feel 
free to discuss her problms with such 
an officer and that he would take a per- 
sonal interest in her problems, you 
would not hesitate to name that bank as 
your executor. The trust officer should 
be instructed to bring trust customers 
to the president or vice-president for ad- 
vice and this, in many cases, would sat- 
isfy customers who would not take the 
advice of a trust officer—From an ad- 
dress before the recent Texas Bankers 
Association convention. 


TAILORING MORTGAGE LOANS TO CUSTOMERS 
By Ernest M. FISHER 


Director of Research in Mortgage and Real Estate Finance, American Bankers Association 


NE objective in designing the pat- 
tern of any mortgage loan should 
be the adaptation of the loan to 

the needs of the borrower and to his 
convenience in meeting the payments it 
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requires. In addition, the loan should 
be designed in such a way as to assure 
the security. of the lender’s position. No 
single amortization pattern can meet 
these two objectives in connection with 
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every mortgage loan for which an ap- 
plication is received. In one case the 
needs of the borrower may suggest rela- 
tively large periodic payments during 
the early life of the loan, with a con- 
sequent decrease in payments at the end 
of the loan period. In another case the 
level-payment plan now so commonly 
used may best meet the needs of both 
the borrower and the lender. It may 
be heterodox to suggest that in some 
cases both ends would be served better 
by a mortgage loan pattern calling for 
increasing payments during the term of 
the loan. 


In between these major patterns there 
is room for a variety of terms which 
can be utilized in such a way as to 
tailor the terms of each loan to fit the 
measure of the customer and at the same 
time to protect the position of the 
lender. Ingenious lending officers of 
1950 will be studying the measurements 
of their customers, the needs of their 
own institution as dictated by security 
requirements and by their fund conver- 
sion policy, and will be creating the de- 
signs of mortgage terms to fit these 
measurements.—From an address before 
the recent American Institute of Bank- 
ing convention. 


REVENUE SYSTEM CORRECTIONS NEEDED 
By Joun W. Hanes 


Former Undersecretary of the Treasury 


T seems to me that taxation and na- 
tional defense are so closely related 
that those who have some knowledge 

of, and interest in, the revenue problems 
should begin at once planning a sound 
tax program which will not retard the 
rapid expansion of our industrial pro- 
duction and at the same time will pay 
the major portion of the defense burden 
now proposed by the President. 

The sum total of Federal revenues to 
be collected can never be fully deter- 
mined by the imposition of tax meters, 
or tax measures designed to gather the 
highest possible tax yield. When equita- 
ble adjustments in Federal taxes are 
proposed, there seems to arise a chorus 
of fears that to lessen the rate of taxes 
will have the effect of reducing the total 
volume of taxes. I do not subscribe to 
this theory. It is my belief that the 
Treasury of the United States will col- 
lect a larger total of tax dollars with a 
tax bill that takes into broad considera- 
tion the effect of the dollars it will leave 
the taxpayer for expansion and develop- 
ment, rather than to concentrate on the 
highest possible yield it can extract from 
the business, occupation, or profession 
of the taxpayer. In other words, the 
dollar that is left for the taxpayer is of 


extreme importance to the economy of 
the country. 

My suggestion humbly offered is that 
we approach our present tax system 
honestly—with no axes to grind, no spe- 
cial favors to confer, nor special bur- 
dens to impose on special classes; no 
mission to use taxation to effect social 
change. Under our system of demo- 
cratic government, if we wish to effect 
social change there is no reason, but 
cowardice, that we should not go to Con- 
gress, the duly elected representatives of 
all the people, and tell them frankly 
what we wish to accomplish. Much of 
our distress has been caused by careless 
handling of our tax system. In general, 
taxation ought to be devised so as to: 
(1) produce the most revenue; (2) with 
the least injury to the taxpayers and to 
the economy of the country; and, (3) 
with the least expense and trouble to 
the taxpayers and the Treasury. 

I believe the following corrections of 
the revenue system would aid materially 
in getting our economic machinery off 
dead center. 

1. Repeal in its entirety the 1935 
Revenue Bill. This bill was popularly 
called the “soak-the-rich tax bill.” As 


a matter of fact, it did nothing of the 
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kind. It soaked the poor and defense- 
less by stopping the steady flow of capi- 
tal into venturesome enterprise, thus 
adding to depression and unemploy- 
ment. The bill was hastily drawn and 
more hastily enacted at a time when a 
clown was parading across the national 
stage threatening to make every man a 
king. By its repeal, we would go back 
to the 1934 surtax rates, or from 79 per 
cent top rate to 59 per cent. That rate 
is still too high and will not produce 
as much revenue as would a very much 
reduced rate. 

2. The estate and inheritance taxes 
would be reduced also by repeal of the 
1935 tax measure. These rates are now 
so high that they have become confisca- 
tory. 


3. The capital stock and excess profits 
tax should be repealed. 

4. Corporations should be allowed to 
file consolidated returns. 

5. The tax on intercorporate dividends 
should be repealed. 

6. The individual should be allowed 
to take out some form of insurance to 
guarantee payment of death duties with- 
out increasing the size of the estate. 

7. Tax income from future issues of 
government securities. 

There are many minor irritants in the 
tax law which are not producing reve- 
nue and have no place in a sound tax 
structure. These business deterrents 
can and should be removed.—From an 
address before the recent Illinois Bank- 
ers Association convention. 


COUNTRY BANK BOND PURCHASING 


By P. R. HamiLi 
President, Bay City Bank & Trust Company, Bay City, Texas 


THINK one of the common mistakes 
among country bankers is striving 
for the cheapest price when buying, 
and the very best price when selling 
bonds. When you get ready for a sale, 
do not bother about a half point, but 
let your bonds go. You will usually 
save in the long run. The same applies 
when you are buying—when you decide 
on a purchase and at a certain price, 
if you want the bonds, do not bother 
about a quarter or a half point in your 
price. 
Last September our bank decided to 
buy $300,000 of U. S. 2% per cent 


bonds of 1949-53. This was just about 
a week after war had been declared, 
and these bonds had gone down about 
six points to 9914, so we decided to buy 
at 99, thinking they were bound to go 
down another half point as they had 
declined so fast. But the market started 
up before we made our purchase, and 
has been up past 107 since that time. 
You see, trying for that half point cost 
our bank fifteen to twenty thousand dol- 
lars. I know we have learned our 
lesson.—From an address before the re- 
cent Texas Bankers Association conven- 
tion. 


PROBLEMS WITH CLOSE CORPORATIONS 


By Aurie I. JoHNson 
Assistant Trust Officer, First Trust and Deposit Company, Syracuse, N. Y. 


F a trust institution accepts an ap- 
pointment which involves a close 
corporation it should be exceedingly 
sure that the will contains clear and 
specific authority with reference to the 
close corporation holding itself. Even 
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then, just because an appointment is ac- 
cepted as executor of an estate which 
owns or controls a close corporation, it 
does not necessarily follow that as 
executor a trust institution must reach 
out and take on the added responsibility 
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for continuing and directing the affairs 
of business. 

If the trust institution does decide to 
take on the responsibility for a corpora- 
tion there are a few things of which that 
institution may be very sure at the out- 
set. One of these is that the assump- 
tion of such a position will require al- 
most unlimited time, study and effort 
on behalf of its officers and entire trust 
organization. This will inevitably greatly 
increase the cost of administering the 
estate. Again, the trust institution 
which assumes responsibility for a close 
corporation can be sure that by so do- 
ing the risks to the estate, as well as 
possibly to itself individually, are tre- 
mendously increased. Finally, the fidu- 
ciary can be very sure in most states 
that it can never expect to obtain extra 
compensation for its services in connec- 
tion with the corporation no matter how 
fine a job it may have done with the 
corporation. 

If we do accept responsibilities for an 
active going outside corporation, let us 
realize that we are in large measure 
taking the responsibility voluntarily and 
not under the compulsion of law. Let 


us proceed to inform ourselves fully re- 
garding every phase of the corporation’s 


activities and let us keep ourselves in- 
formed, but no matter what the tempta- 
tion may be or how broad the authority 
in an instrument, let us not forget that 
basically and fundamentally our job as 
trust institution is to liquidate or con- 
vert business holdings coming into our 
hands. 

Trust institutions are not business 
managers or business engineers. Our 
job is to protect and conserve property. 
To continue unduly the capital of an 
estate in a close corporation business 
may be to expose the fund, the bene- 
ficiaries and ourselves to unnecessary 
and unpredictable risks. Of course, each 
trust institution will so equip itself to 
do the best job in connection with every 
appointment ‘it accepts but if we fail to 
dispose of holdings involving the busi- 
ness hazards of most close corporations, 
and if we reach out and make ourselves 
responsible for the affairs of a business 
corporation, we must realize that our 
costs will be greatly increased, our 
profit for administering the estate may 
well be a loss and our reward may be 
several very vocal and critical bene- 
ficiaries—From an address before the 
recent American Institute of Banking 
convention. 


POINTS FOR PROGRESSIVE BANKERS 
By R. A. Haines 


President, Kansas Bankers Association, and President, Prairie State Bank, 
Augusta, Kansas 


ing his business according to six 

important points or programs, 
which are: Céoperation, bank manage- 
ment, public and customer relations, sat- 
isfactory competition, uniform service 
charges, and research. 

The first point mentioned is céopera- 
tion. Céoperation not only between 
our employes and the general public 
but between competitors. Without co- 
operation, we can do nothing but fail. 
The thoughts and advice of our com- 
petitors and customers will help us solve 
many a problem that otherwise would 
be difficult. We must take a more active 


i progressive banker is conduct- 


part in public affairs of all kinds and 
always stand and work for the best in- 
terests of our community. If we main- 
tain our position as leading citizens we 
must conduct our personal habits and 
private affairs in such manner that we 
command the confidence and respect of 
the public. Our céoperation with com- 
petitors will strengthen public under- 
standing and confidence in our business. 

The next point is bank management. 
No bank can survive without proper 
administration. We have studied bank 
management from every angle and know 
that banks are in better condition 
through the exchange of ideas with other 
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bankers and by adopting those that are 
most important. All officers are now 
more efficient than ever through greater 
study of their duties as bank managers. 
Formerly, all management problems 
were solved wholly out of our individual 
knowledge and actual experience and 
in some instances were very expensive 
but now we can sit around the confer- 
ence table listening to other bankers and 
profit by their experience. 


Public and customer relations are 
second only in importance to bank man- 
agement. We must explain to the pub- 
lic the banking business in all of its 
phases and we can do this with the 
assistance of our officers and employes. 
We must inform the public that our 
business is conducted for the benefit of 
all concerned and is here to help them 
in every possible way, but letting them 
know that we expect to profit in every 
department of our bank as a funda- 
mental rule in any successful business 
—that we appreciate their business and 
give value received in every transaction. 
We must inform them of all of the serv- 
ices that we have for sale and that 
every one of them is offered for the 
benefit of the customers. We must en- 
courage depositors to become customers 
in each and every department of our 
bank. Let them know that we expect 
them to take advantage of all of the 
facilities offered. 


Competition. No business can be suc- 
cessful unless it meets competition—this 
holds true in the banking business. We 
all agree that, to secure loans, we have 
to meet competition from other banks— 
but not so with the competing agencies 
as usually the customer prefers to secure 
his loans from his local bank, even at 
a little higher rate of interest. The 
bankers of Kansas have demonstrated 
that they are not going to let other 
loan agencies take away their good 
loans as we all know there is very little 
demand and each loan lost represents 
loss of interest that the bank should 
have. The survey recently made proves 
that the banks are taking care of all 
legitimate loans, regardless of the talk 
we hear. In most cases where loans are 
refused it is because they are asking for 
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capital and consequentiy not legitimate 
loans. 

Service charges. Uniform service 
charges are something that every bank 
should have. The public is now willing 
to pay for such services and fees from 
this source help us very materially in 
keeping out of the red. 

Research. We have available the 
many benefits accruing from valuable 
research programs conducted by vari- 
ous banking sources and permitting 
each and every one of us to apply the 
results to operations in our own insti- 
tutions. With those who do not do so 
it is just a question of time until you 
will have to or go out of the banking 
business. The results in those various 
research reports show without question 
the advisability of cdoperation and 
adoption of uniform operating policies. 

If you are running your bank along 
these lines you are adding to the profits 
and solvency of your institution.— 
From an address at the recent Kansas 
Bankers Association convention. 


© 


CONSIDER EMPLOYES’ 
SUGGESTIONS 


WE have found that if our employes 
are given a voice in bank matters and 
if their suggestions and criticisms are 
solicited and considered, they are in- 
clined to take a more personal interest 
in the bank’s affairs and do better work 
in their respective positions.—L. H. 
Lopes, President, Pajaro Valley Na- 
tional Bank, Watsonville, California. 


© 


OF one thing we are certain about bank- 
ing, whether it is done by the Govern- 
ment or private individuals: there is 
always an element of risk which must 
be attendant upon any dynamic bank- 
ing institution. If a banking institution 
never risks, it never loses. If it never 
risks, it is not worthy of the name 
“bank.” When a chartered banking in- 
stitution suffers a loss, it does not ask 
the taxpayers to pay that loss.—Dr. 
Harold Stonier, Executive Manager, 
American Bankers Association. 
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Advertising and 


Public Relations 


Digests of Recent Ideas, Campaigns, 
Advertisements, etc. 


Pittsburgh Campaign 


The first sizable advertising cam- 
paign to be conducted by a Pittsburgh, 
Pa., bank in recent years was recently 
started by the Peoples-Pittsburgh Trust 
Company. 

First phase of the campaign is di- 
rected toward the development of per- 
sonal loans and is centered about the 
theme that large corporations do busi- 
ness on borrowed money without any 
feeling of embarrassment and that in- 
dividuals should not feel embarrassed 
about borrowing money at a bank. 

The copy also reminds readers that 
banks are in business to lend money 
and that money can be borrowed from 
them more cheaply than from other 
agencies. 

The subject is presented from a 
human interest standpoint in 750-line 
newspaper ads in Pittsburgh dailies, 
each ad illustrated with a series of spe- 
cially posed pictures carrying conversa- 
tional copy. 

Ads in a local news weekly are di- 
rected to employers, advising them how 
their employes can get advantageous 
credit treatment in making loans. The 
campaign also includes poster board 
showings in the vicinity of the bank’s 
seven Pittsburgh branches and along 
principal boulevards. Street car cards, 
radio announcements and direct mail to 
selected groups also will be used. 

Employes of the bank were given de- 
tails of the campaign at a series of 
meetings conducted by L. H. Gethoefer, 


chairman of the board, Gwilym A. Price, 
president, John H. Lucas and John Kin- 
neman, Jr., vice-presidents, who were 
assisted by representatives of Ketchum, 
MacLeod and Grove, Inc., the agency 
handling the account. The first meeting 
was held the evening before the initial 
ad appeared in the local morning paper. 
Copies of the bull dog edition were 
rushed to the meeting for distribution, 
each paper having a label on the front 
directing attention to the bank’s adver- 
tisement. Recordings of the first radio 
announcements also were played at the 
meeting. 


Service Charge Discussion 


A friendly discussion of service 
charge principles is set forth in a folder 
issued by the Lawyers Trust Company, 
New York City. Copy, in part, reads: 

“Many bank customers overlook the 
fact that there is an irreducible mini- 
mum cost in handling an account. When 
the average amount kept on deposit does 
not meet that cost, it results in an ex- 
pense to the bank. That is why we ask 
our customers to maintain an adequate 
minimum balance. In keeping with the 
times, and because we really wish to 
accommodate our customers, we have 
adopted the relatively low average bal- 
ance of $300 as the minimum. When 
the monthly average balance runs be- 
low that figure, a service charge is 
debited against the account. 

“Occasionally, a small depositor will 
take offense when his attention is called 
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to minimum deposit and service require- 
ments which his banker considers im- 
perative. That is because the depositor 
does not stop to consider the fact that, 
in addition to the banker’s obligation 
to his depositors, he is also obliged to 
protect the capital invested by the 
bank’s shareholders. Just as he must 
avoid losses on bad loans, so also must 
he avoid excessive overhead costs aris- 
ing from handling unprofitable business. 
He must be alert to prevent loss of 
whatever variety. 


“A depositor should choose a bank 
which is not lax in its requirements. He 
should make an effort to arrange his 
affairs so that his account will be ac- 
ceptable to a soundly-operated and 
constructively-managed institution.” 


‘“‘Good Neighbor Checks’’ 


The Manufacturers and Traders Trust 
Company, Buffalo, New York, is now 
making available to its customers a new 
special design check symbolizing Buf- 
falo, its industries and attractions. Util- 
izing a pantagraph design depicting the 
Buffalo skyline, the Peace Bridge, Ni- 
agara Falls, the steel mills, airplane 
manufacturing, and power and shipping 
facilities, the checks have a real appeal 
to local depositors as a means of pub- 
licizing Buffalo. Across the bottom of 
the check appears the slogan: “Buffalo, 
the City of Good Neighbors.” In addi- 
tion to the city-promotional feature, the 
checks embody protection against al- 
teration by means of sensitive inks and 
a self-cancelling “Void,” and carry in- 
surance against loss by alteration both 
for the bank and the drawers of the 
check. 

“The fact is frequently overlooked,” 
states E. W. Miller, vice-president of 
the bank, “that the recipients of checks 
cannot fail to receive some impression 
of the sender from the appearance of 
the check itself. Consequently, attrac- 
tive, well-designed checks become build- 
ers of good will and prestige for the 
corporation and individuals who use 
them in their daily affairs. We are 
offering this exclusive Protod-Panta- 
graph check to our depositors with the 


knowledge that it performs a three-fold 
function—it promotes Buffalo; it builds 
good will; and it gives check users the 
protection they need.” 


New Name on Birthday 


A change in name and a _fourth- 
birthday anniversary were celebrated by 
the First National Bank, formerly the 
Lake Worth National Bank, Lake Worth, 
Florida, last month. Open house was 
observed during banking hours and 
from 7:30 to 9:00 o’clock in the eve- 
ning, refreshments being served at all 
times. In a statement to the public, 
Roy E. Garnett, president of the bank, 
said: “This is Lake Worth’s bank, not 
our bank; a bank for the people. We 
want everybody to take advantage of the 
services offered. And we want every- 
body to feel their deposits are welcomed 
here, be they small or be they large.” 


“EYE-CATCHERS” 


~ 


These bank ad heads caught our 
eye and made us read the ad. How 
about you? 


Are You Bank Shy? 
—The Morris Plan Bank of Vir- 


ginia, Richmond, Va. 


We Have $500,000 to Lend 


—The Sussex and Merchants 
National Bank, Newton, N. J. 


Remember the Days When There 
Were No Mechanical Farm 
Hands? 


—Marshall & Isley Bank, Mil- 
waukee, Wis. 


They Eat While You Sleep 


—State-Planters Bank and Trust 
Company, Richmond, Va. 


Eeny, Meeny, Miney, Mo—Pay 
Some Bills and Let Some Go! 


—Valley National Bank, Phoe- 


nix, Arizona. 
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You should not feel the slightest embarrassment in 
calling on the manager of our nearest branch and tell- 
ing him of your need to borrow. Making personal 
loans is a daily part of our regular banking assistance 
to thrifty citizens throughout Canada. Such trans- 
actions are strictly confidential and our terms are 
convenient and reasonable: Repay in 12 monthly 
instalments; cost $3.65 per $100. No other charge. 


BANK OF MONTREAL 


Caption, illustration and copy com- 
bine to eliminate embarrassment on 
the part of prospective borrowers in 
this recent advertisement of the Bank 
of Montreal, Montreal, Canada. 


He urged everyone to turn out for the 
open house, go through the bank, enjoy 
the refreshments, talk with employes, 
and when they left, leave with the satis- 
faction that the bank was “their bank.” 


**Yours for a Song’’ 


Is the title of a folder recently issued 
by The Bayside National Bank, Bayside, 
Queens Borough, New York.* Copy con- 
tinues: 

“Well . . . not quite. But you'll be 
pleasantly surprised to learn how small 
your monthly payments will be when 
you finance that new or used car The 
Bayside National Bank way. Only the 
relatively inexpensive fire and theft in- 
surance is required—which we will ob- 
tain for you, if you wish... at un- 
usually low rates. Your insurance pre- 
mium, as well as the unpaid balance on 
your car, may be financed over up to 
18 or 24 months. No co-signers. No 
red tape. No delay. Arrangements 
usually are completed during one busi- 
ness day.” 

A form for the applicant to fill out 
and mail in an accompanying postage 
free envelope is enclosed. This enables 
the prospective borrower to list the type 


of loan desired and receive information 
from the bank as to what monthly pay- 
ments will be. 


What Banks Are For 


“As the science of conducting busi- 
ness and the management of one’s own 
personal business affairs have assumed 
increasing complexity, the economic im- 
portance of credit has taken on a 
sharper edge. So it is quite natural 
that both business concerns and indi- 
viduals should look to banks for means 
of credit to meet specific needs as they 
arise. That is what banks are for.” So 
reads the foreword to an eleven page 
booklet, “Six Types of Loans,” being 
published by the Lafayette National 
Bank, Brooklyn, New York. Brief, clean 
explanations of six types of loans are 
given—commercial loans, loans against 
warehouse receipts, personal loans, 
FHA modernization loans, life insurance 
loans, financing insurance premiums. 


‘*Your ‘Pocket’ Money’”’ 


Interesting and helpful information 
on the handling of money and the de- 
tection of counterfeits is contained in 
the June issue of the Journal, published 
by The Union and New Haven Trust 
Company, New Haven, Conn. Tables 
show portraits found on U. S. paper 
money; color of bands used by banks 
in bundling currency; color of wrap- 
pers and number in package for coins. 
Procedure in handling coins and bills 
by the bank, and in securing replace- 
ment of damaged money, is detailed; 
and practical suggestions for the detec- 
tion of counterfeits are included. 


Rat Food 


“It’s Folly to Make a Rat Happy,” 
is the caption of a recent advertisement 
of the Fort Madison Savings Bank, Fort 
Madison, Iowa. Copy explains: 

“It’s folly to make a rat happy with 
a choice morsel such as your will or the 
deed to your home. Naturalists say rats 
eat anything they can swallow, but they 
usually prefer some delicacy such as 
your life-insurance policy. It is well 


90 THE BANKERS MAGAZINE for July, 1940 





to reflect, also, that fire will not dis- 
criminate in favor of your valuables, 
nor are you entirely safe from burglars. 

“In your safe in our bank you can 
keep all your valuable papers with 
proper protection from fire, rodents, or 
theft and with the rightful privacy that 
will contribute much to your peace of 
mind. The cost is small and the bene- 
fits are great.” 


FHA Ads 


A series of real attention-getting FHA 
modernization loan advertisements is be- 
ing carried by the  State-Planters 
Bank and Trust Company, Richmond, 
Va. Topped with an_ illustration 
of a termite and some of that crea- 
ture’s handiwork, one ad is cap- 
tioned: “They Eat While You Sleep.” 
Copy tells of the eating and social habits 
of the termite, and suggests: “These tire- 
less little insects are always busily en- 
gaged in their task of devouring prop- 
erty. They eat while you sleep and, 
incidentally, while you pay. And so 
do all forms of property depreciation 
and obsolescence. The only offset is re- 
pair and modernization.” The ad then 
continues with a description of the 
State-Planters FHA loan plan. Other 
ads in the series include one with an il- 
lustration of a spool of thread and a 
needle, with the caption “A Stitch in 
Time,” which ties up nicely with mod- 
ernization; an illustration of a rather 
disreputable looking pair of shoes, and 
the caption “Houses Wear Out, Too”; 
a spider web with heading “Carefully 
Built . . . Quickly Run Down”; etc. 


122 Year Comparison 


An interesting comparison of loan 
service was made by The Sussex and 
Merchants National Bank, Newton, New 
Jersey, in a _ recent advertisement. 
Headed: “$26,865.39 Loaned in 1818; 
$1,128,426.03 Today!” copy continued: 

“Contrasted with loans amounting to 
$26,865.39 back in 1818, the latest state- 
ment of condition of the Sussex and 
Merchants National reveals loans total- 


ing $1,128,426.03. 


“As Newton and Sussex County have 
grown during the past 122 years, and 
the need for loans has correspondingly 
increased, the resources of the Sussex 
and Merchants National Bank have al- 
ways been ample to meet local require- 
ments. 

“Today, as Sussex County’s oldest 
and largest bank, we make every type 
of loan known to modern banking. This 
includes in addition to the usual com- 
mercial loans, FHA modernization and 
mortgage loans, automobile loans, life 
insurance loans, and personal loans. 
Whenever you need a loan—talk with 
us confidentially.” 


eee INDUSTRY'S CONTRIBUTIONS... 
yj TO BETTER LIVING 
= = 
eS a Seg 
0 


REMEMBER THE DAYS 
WHEN THERE WERE NO 
“MECHANICAL FARM HANDS”? 


T isn't so long ago when most farming was done by men follow- 
ing the plow — and much manual labor in field and barn. 
Farm women, too, did their part in long hours of farm chores — 
drawing water, cleaning lamps and many other household tasks. 
‘That kind of farm living hasn't entirely passed out as yet, but 
each year more and more mechanical farm hands come to the 
aid of the farmer and his family. 
Power-driven machinery — tractors, plows, combines, cultivators, 
feed grinders, silage cutters, milking machines, separators, spray- 
ers, tools and equipment — have eased the farmer's labors and 
tremendously multiplied his working capacity. Running water 
systems, lighting plants, increasing rural electrification are bring- 
ing the farm family the comforts and conveniences of city dwellers. 
The credit facilities of this bank — available to manufacturers, 
distributors, dealers, and individuals — aid in providing the ma- 
chinery and equipment that help to make farm working and 
living better. 


MARSHALL & ILSLEY BANE 
Main Office: 721 N. Water Street A, 


South Side Office: 414 W. National Ave. 
MILWAUKEE 


/ 
THE OLOEST SANK IN THE wontuwest * FOUNDED 1647 


Above is one of a series of adver- 
tisements being carried by the 
Marshall & Illsley Bank, Milwaukee, 
Wisconsin. Each ad calls attention 
to one or more phases of “Industry’s 
Contributions to Better Living,” and 
stresses the vital parts played by 
banking. 
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BRIEFS 


Items of Interest from Many Sources— 
Condensed for Quick Reading 


ABA Convention Plans 
U. S. Senator Carter Glass will be 


honored at the 66th annual convention 
of the American Bankers Association to 
be held at Atlantic City, New Jersey, 
September 23-26, it is announced by 
Robert M. Hanes, president of the asso- 
ciation and president of the Wachovia 
Bank and Trust Company, Winston- 
Salem, N. C. Senator Glass is to be 
honored for his service to American 
banking at the second general session 
of the convention, scheduled for Thurs- 
day, September 26. 

Hon. Clyde R. Hoey, Governor of 
North Carolina, will address the first 
general session on September 25, and 
other general session speakers will in- 
clude Mr. Hanes and E. S. Woosley, 
vice-president, Louisville Trust Com- 
pany, Louisville, Kentucky. 

The four general divisions of the 
ABA will hold their annual meetings the 
first day, September 23. All of the 
following day and the two following 
afternoons will be devoted to round 
table conferences and panel discussions. 
The September 24 morning program 
will include round-tables on “The In- 
fluence and Value of Bank Staff Con- 
tacts,” “How to Survey Your Trade 
Area,” and “Liquidity and Marketability 
of Loans Made to Farmers.” The after- 
noon will be devoted to a panel treat- 
ment of “Real Estate Loans,” conducted 
along the lines of the “Information 
Please” type of program. On Wednes- 
day morning, September 25, there will 
be a series of round-table conferences 


on bank operating problems, and on 
Thursday afternoon the popular type of 
quiz program will be applied to the 
subject of consumer credit. Newly 
elected officers will be installed at cere- 
monies Thursday evening, September 
26. The University of Pennsylvania 
Chorus will sing and John Charles 
Thomas, noted baritone, will be the 
guest star. 


Bombproof Banking 


Bombproof shelters 100 feet under- 
ground, to which office staffs rush dur- 
ing air raids . . . employes not only 
working but living in quarters many 
miles distant from their customary 
place of business. These conditions now 
characterize the operations of many of 
Great Britain’s banking and thrift and 
home-financing institutions, especially 
those located in large cities, it is pointed 
out in a Federal Home Loan Bank Re- 
view article. 

Reporting especially upon the home- 
financing institutions, known as “build- 
ing societies” in England, the Review 
article states: “Because of the danger 
of air raids, most of the establishments 
in the heart of the larger cities, or near 
military objectives, have initiated mass 
decentralization plans. While maintain- 
ing skeleton forces in the cities, records. 
together with the bulk of personnel. 
have been moved to the country. 

“When war came, the entire account- 
ing staff (approximately 150) of one of 
the larger societies was transferred 
from London to a country estate. Four- 
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teen dormitory huts were built for sleep- 
ing accommodations; a large kitchen 
and dining room were equipped, and 
now the entire staff is living as well as 
working on the premises. 


“A bombproof shelter was constructed 
approximately 100 feet below the 
eround level, and 300 yards in size. 
This is primarily for the safe storage 
of records, but it is also available for 
the protection of the staff in the event 
of air attack.” 


Kansas Bankers Research 


“Regardless of the efficiency with 
which you may operate your bank, the 
future of your bank may be jeopardized 
by unsound operating policies adopted 
by the banking system as a whole—or 
by any given group of banks. This 
fact calls for full and complete co- 
operation among all banks.” So points 
out the Bank Management Commission 
of the Kansas Bankers Association in 
its 1940 Report, which is a thoroughly 
practical example of helpful, codpera- 
tive research among the banks of that 
state. Segregated according to size, the 
report shows: earnings and expenses, 
gross operating income (ratios per $100 
of gross deposits), relative income of 
counties from service charges, compari- 
son of average operating ratios for three 
years, and number of employes and 
range of salaries for various size 
groups. 


‘‘Own-a-Home-Clubs’’ 


Sixty-one organizations of future 
home-owners, saving something out of 
every monthly pay check to accumulate 
the down-payment for a house in 1943 
or thereafter, are now being formed in 
twenty-seven different states, the United 
States Savings and Loan League reports. 
The plan of “Own-a-Home Savings” 
clubs, set forth by the league to its 
member associations in late April, has 
been adopted by sixty-one associations 
located in communities ranging in size 
from 3,000 to 3,500,000 population. 

Most of thé members of the new clubs 
will plan to acquire 25 per cent of the 
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total cost of their home and will esti- 
mate at the time they join the club ap- 
proximately the amount they want to 
put into their home when they are ready 
to buy a few years from now. Then, 
on basis of the amount he wants to 
spend on his home, the club member 
will decide just how long he will take 
to do it and how much he will put into 
his “Own-a-Home Savings” club each 
month. It is expected that the major- 
ity of the people will be planning for 
$4,000 to $6,000 homes. 

There is no compulsion to pay as 
much for the home as first estimated, 
when the time actually comes to use the 
down payment, according to George W. 
West, Atlanta, president of the League. 
And if a slightly more costly home is 
desired three or four years from now, 
the member can make payments into the 
savings club a few additional months 
and then have sufficient down payment 
for the larger house. The flexibility of 
the plan is designed to suit many dif- 
ferent types of home-owner needs. 

Several cities have more than one 
“Own-a-Home Savings” club underway, 
each sponsored by a different savings 
and loan or building and loan associa- 
tion in the community. 


HOLC Experience 


Borrowers of the Home Owners’ Loan 
Corporation have paid back more than 
$733,000,000, or 22.6 per cent of their 
entire principal indebtedness, according 
to Charles A. Jones, general manager 
of the corporation. More than 70,500 
loans, amounting to $167,500,000 have 
been repaid in full. 

“The HOLC granted more than a mil- 
lion loans, amounting to $3,093,000,- 
000, prior to the close of its lending 
period in June, 1936,” reports Mr. 
Jones. “It since has disbursed about 
$142,000,000 to the same _ borrowers, 
largely to aid them in meeting taxes and 
to protect their properties through re- 
conditioning and repair.” 

Mr. Jones finds significance in the 
repayment of HOLC borrowers in re- 
lation to the small house programs now 
being fostered by private industry, en- 
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couraged by the codperation of Govern- 
ment agencies. 

“Extension of liberal credit to those 
of small income has been justified,” he 
says. “The average HOLC loan was 
only about $3,000 and the great major- 
ity of the loans were considerably less 
than that figure. Records show that the 
greatest number of loans repaid in full 
have been in the lower brackets and 
the general performance of the lowest- 
income borrowers has been at least as 
good as those of higher income. 


“It has been proved that liberal 
terms and low interest rates have a de- 
cisive influence on the ability of home 
seekers to pay out on their contracts. 
There is no question that many fore- 
closures by private lenders in the past 
were due to difficult terms and excessive 
charges borrowers found themselves un- 
able to meet.” 


©. 
THE JOB OF TOMORROW 


EXPERIENCE in the detail or mechani- 
cal work of a bank does provide 
ground work essential to greater re- 
sponsibility. But this is not enough. 
Elementary banking is difficult only 
in relation to volume. It becomes 
routine in the hands of accurate work- 
ers. There is a definite determinable 
answer to every problem. Few banks 
have ever failed through inadequacy in 
this division of banking. 


The job of tomorrow is a different 
type of responsibility. Administrative 
banking embodies the creative job of 
determining and establishing policies. 
These policies will chart the course of 
the bank. Such policies emanate from 
your knowledge of peoples, of com- 
munities, of economic resources. Lack- 
ing this knowledge you have no policy, 
no chart to the future, and you drift. 
And we always drift in one direction 
and eventually reach a financial Sar- 
gasso Sea where it is all quite peaceful 
and placid. No life exists there. 

We have a tremendous job. I am 
tempted to believe that proper banking 
technique is the cure for our present dis- 
ordered national, yes, world condition. 


Ours is a complex economy and the so- 
lution for its ills lies with you and me, 
not with the government.—W. Dale 
Critser, Assistant Cashier, Fourth Na- 
tional Bank, Wichita, Kansas, in an ad- 
dress before the Kansas Bankers Asso- 
ciation Convention. 
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Convention Dates 
NATIONAL 


September 18-20—National Association of 
Supervisors of State Banks, Richmond, 
Va. 

September 22-26—American Bankers Asso- 
ciation, Atlantic City, N. J. 


September -30-October 2—Morris Plan 
Bankers Association, Hotel Del Monte, 
Del Monte, Calif. 

October 2-4—Mortgage Bankers Associa- 
tion, Chicago, Ill. 

October 16-19—National 


Bank Auditors 
Louis, Mo. 


October 28-30—Financial Advertisers As- 
sociation, The Homestead, Hot Springs. 
Virginia. 


Association of 
and Comptrollers, St. 


November 13-15—United States 
and Loan League, Chicago, II. 


Savings 


STATE AND REGIONAL 


July 8-12—North Carolina Bankers Con- 
ference, University of North Carolina, 
Chapel Hill, N. C. 


July 15-17—Georgia Bankers Conference. 


August 15-17—Pacific Coast and Rocky 
Mountain States ABA Trust Conference, 
Salt Lake City, Utah. 


August 19-23—Arkansas Bankers Seminar, 
University of Arkansas, Fayetteville, Ark. 


August 19-30—Pacific Northwest Banking 
School, University of Washington, Seattle, 
Wash. 


August 26—Nevada Bankers Association, 
Winnemucca, Nevada. 


September 9-11—Iowa Bankers Association, 
Fort Des Moines Hotel, Des Moines, 
Iowa. 


September 9-13—Tennessee Bankers Con- 
ference, University of Tennessee, Knox- 
ville, Tenn. 


October 2-4—New York State Savings 
Banks Association, Lake Placid, New 
York. 
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